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“AND NOT A TROPHY UP THERE, OL’ BOY, THAT 
DIDN'T LEAVE ITS MARK! DID 1 EVER TELL YOU 


HOW I LOST MY EYEBROWS AND MUSTACHE IN 
THE OLD SUSSEX TEXTILE MILL?” 


It is likely that the risky equipment has long since been replaced. 
There’s a good chance that the new apparatus which protects 
operators as well as the electrical system, is by I-T-E. 














I-T-E CIRCUIT BREAKER CO. , 
AIR CIRCUIT BREAKERS AND SWITCHGEAR | 
19th & HAMILTON STREETS, PHILADELPHIA, PA. 
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SURNERS FOR ALL APPLIANCES 


© Barber offers, for gas appliances of every description, and for natural, 
manufactured, Butane, or bottled gas—the most economical, highly de- 
veloped, dependable burner units on the market. The burner is the HEART 
of the appliance. The finest thing that can be said about any gas appliance 
is that it is Barber-equipped. Over 20 years of distinguished service to the 
gas appliance industry, and the adoption of Barber Burners as standard 
equipment by nearly 200 nationally known appliance makers, give added 
force to this statement. 


On atmospheric pressure, patented Barber Burner Jets, with their unique 
auxiliary air feed, deliver a perfectly controlled, directed flame of 1900° 
temperature with complete fuel combustion. The secret of top perform- 
ance in any gas-burning equipment is a BARBER BURNER. 


: 
Hl 
| 
] 
| 


Write for new Catalog 42, illustrating and listing many types of burners for 
Appliances, Gas Burners for Furnaces and Boilers, Regulators, etc. 


HE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


3SARBER BURNERS 
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RIEIb 
Tri-Stand Vise 


An Efficient 
Workbench 
wherever 

you need it 


t's a war against time—make 
pis: count more, with 
this handy RIBEID Tri-Stand. 
Take it easily to the job—the 
fold-up legs quickly set up 
again and you have a complete 
workbench, plenty of room for 
oil cans, dope pots and slots 
for tools, a pipe rest and 3 
benders that won’t collapse 
pipe. Chain or yoke vise; 
yoke type has LonGrip jaws to 
protect nickel pipe. Screw 
down feet and ceiling brace if 
you want them—but it’s well 
balanced so you don’t have to 
baby it, and that goes for its 
rugged construction, too! See 
it at your Supply House. 


All FRIES30B Pipe 
Tools are sold through 
Supply Houses 


* 


The Ridge Tool Co., Elyria, Ohio 
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Pages with the Editors 


HE city of Washington has been called a 

lot of names in its relatively short life as 
the capital of a world power nation. Not all of 
them have been complimentary. But if we 
were asked to pick a name of our own, we 
would be tempted to call it the Chameleon 
City. 


IN its physical layout, it shows a marked 
resemblance to Paris—reflecting the enduring 
hallmark of its founder and major planner, 
Major Pierre Charles L’Enfant. The Mall, 
which cuts a tree-lined vista from the Capitol 
across Monumental hill to the Lincoln Me- 
morial, instantly recalls to the world traveler 
the Jardin des Tuileries, Place de la Concorde, 
and the Arc de Triomphe. 


In the quiet, wide streets of its residential 
sections, numerous parks, and Potomac river 
bridges, Washington also bears a strong re- 
semblance to the Vienna of happier days. On 
foggy days and nights, it has a London touch. 
And its newer sections have been compared, 
if it is not treasonable to mention it, to the 
stern, stony stretches of Berlin. 


In addition, Washington has plenty of rich 


FERGUS J. MCDIARMID 


Why reform as usual for utilities, when it is 
being halted elsewhere? 


(SEE Pace 663) 
MAY 21, 1942 


American flavor. Georgetown holds doggedly 
to its colonial heritage. There are even slums 
of limited size and areas. In short, Washing- 
ton—considered in various aspects—has about 
every taste and color one could ask for, ex- 
cept the heavy industrial touch of Pittsburgh 
or Detroit. 


“ 


A’ herein lies a paradox! Today, Wash- 
ington, which is probably the only large 
city in the world without a single major in- 
dustry or factory located in it or near it, is the 
brain center for all major industries and fac- 
tories in America. It is teeming with engineers, 
executives, production specialists, and other 
technicians. It is a city bristling with blue- 
prints and tabulations on plant construction, 
operating costs, and other data from the tool 
kit of industry with its sleeves rolled up. 


THE war, of course, has brought much 
change to Washington. It always has. In the 
“Education of Henry Adams,” the author re- 
membered visiting his grandfather, President 
John Quincy Adams, in the White House, and 
spoke of the picket fences along F street, where 
frame houses were set back from the “hot, 
dusty road.” The Civil War changed all that. 
From a sprawling, marshy outline of a city, 
with a straggling thirty thousand population, 
Washington became a real flesh and blood 
community almost overnight. World War I 
lifted Washington from the status of a 
sleepy, neighborly, medium-sized city to a 
bona fide metropolis. 


Wortp War II, or the War of Survival, as 
the President prefers to call it, is now forcing 
both Washington and her plainer twin sister, 
Baltimore, into the charmed circle of “Over 
a Million” cities. Naturally, under such pres- 
sure Washington is experiencing growing 
pains. It is literally splitting at its seams. The 
New Yorker summed it up recently as follows: 


“The city is overpopulated ; it is topheavy 
with brains and teeming with originality, 
and there is a pervasive atmosphere of push- 
ing and shoving, of pettifogging sophistry, 
and elaborate obliquity.” 


¥ 


ES, there are strange spring blossoms along 
the Mall this year, They are quite out of 
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UNTIL JOHNNY COMES 


PAPER WORK ROUTINES 


TAKE ON 


* Because there can be no diminishing 
of public utility services while America 
marches to Victory, ways must be found 
for maintaining necessary operating 
procedures with fewer desk workers. 

Departmental functions revolve 
around paper work routines, and these 
are based on instructions and infor- 
mation which must be entered again 


ADDED IMPORTANCE 


and again on varied business forms. 

Simplification of paper work, plus 
accuracy and. speed, are fundamental in 
Addressograph-Multigraph Methods. 
The burden of detail is reduced and 
the smooth flow of essential work is 
made easier. Accuracy avoids waste of 
time and money. Speed gets more work 
done by fewer workers, in less time. 


TO USERS OF OUR PRODUCTS: You are entitled to the services of our Methods 
Department in helping you to extend the use of your present equipment. If you are inter- 
ested in receiving up-to-date information, it is available to you on request, without charge. 


ADDRESSOGRAPH-MULTIGRAPH CORPORATION: Cleveland « Ohio 


Addressograph and Multigraph are trade-marks registeredin the United States Patent Office 


x 


Addressagraph-Multigraph Methods save BRAIN-HOURS AND HAND HOURS 
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harmony with the beautifying trend of the 
last decade. Ugly gray shoebox buildings of 
plyboard are pushing up out of the green sod 
to profane the presence of the classic Greek 
beauty of “departmental row” along Constitu- 
tion avenue. One by one, the streets leading to 
the downtown area have been stripped of the 
shady elms, oaks, and sycamores which used 
to line them; and their nudity has been further 
emphasized and exposed by widening curb 
lines and glaring new pavement. 


But perhaps the most impressive evidence 
of the growth of Washington, in importance 
as well as population, is the accurate estima- 
tion of the nation’s newspapers. Washington 
has grown from an occasional dateline to a 
bold-faced byline, and often a banner head- 
line, in practically every daily journal in the 
— All this during the last decade and a 
aalf. 


In that same period the national press 
associations and the larger dailies have in- 
creased the size of their Washington offices 
from a handfui of bureaus gathered about the 
now defunct Ebbitt hotel to a virtual city 
within a city—a city of the Fourth Estate. 


PropaB_y in no field of endeavor has the 
growing importance and centralizing influence 
of Washington been felt as much as in the 
field of finance. Although the stock exchanges 
still go through the motions of trade, and the 
leading corporations still cling to their habitat 
in the canyons of downtown Manhattan, it is 
Washington rather than New York which 
calls the tune and pulls the strings that make 
the little figures on the tape jump up or down. 
The war, of course, has accelerated this trend, 
because all policy making must funnel through 
the nation’s capital. 


FRANK M. PATTERSON 


We ought to clean our sights as well as raise 
them in gauging war construction. 


(SEE Pace 675) 
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EDITORS (Continued) 


Come back to our own field, after this 
little Baedeker tour through the modern 
Bagdad on the Potomac, we have for our 
opening article in this issue an analysis of the 
impact of the war on public utility finance. 
This is the concluding instalment of a 2-part 
series by Fercus J. McD1armn, public utility 
analyst for the Lincoln National Life Insur- 
ance Company of Fort Wayne, Indiana. Mr, 
McD1armi’s first article, dealing with the un- 
derpricing of utility securities, appeared in the 
May 7th issue of the FortTNIGHTLY. 


¥ 


area M. Patterson, whose article on the 
necessity for emphasizing war production 
in construction projects begins on page 675, is 
a noted consulting engineer of Chicago. An 
alumnus of the University of Iowa, Mr. 
PATTERSON entered the valuation bureau of the 
ICC in 1914 after engineering experience 
with the CB&Q Railroad Company. In 
1925 he left government service to take up 
editorial work and writing on engineering 
subjects. 


> 


N* before the Senate Interstate Com- 
merce Committee is a bill introduced by 
Senators McFarland (D., Arizona) and White 
(R., Maine) to authorize the merger of 
American telegraph companies, both domestic 
and international. ANDREW BARNES, Wash- 
ington newspaper correspondent, gives us a 
review of the background of this bill in his 
article, beginning page 681. 


> 


MONG the important decisions preprinted 
A from Public Utilities Reports in the back 
of this number, may be found the following: 


Tue Federal Power Commission ordered 
certain electric companies to show cause why 
proposed accounting entries should not be ad- 
justed to conform to previous recommenda- 
tions, and in the resultant proceeding the 
commission prescribed accounting require- 
ments relating to payments to affiliates, inter- 
est during construction, depreciation, and 
numerous other items. (See page 1.) 


THE Securities and Exchange Commission, 
in permitting to become effective a declaration 
by a holding company and subsidiary for ac- 
quisition by the former and transfer by the 
latter of securities, placed certain restrictions 
1 the payment of dividends. (See page 


THE next number of this magazine will be 
out June 4th. 


A, Callens 
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How are your fellow Public Utilities handling wartime customer 


juire- 
~_ E R t t accounting? What savings have they secured without heavy 
* purchase of new equipment? You may have a free copy of a 


new, up-to-the-second study just off the press...a complete 
digest and analysis of current customer accounting as conducted 


ssion, 


ation by some of the Nation's leading utilities. Write today for your 
: a free copy to Remington Rand, Public Utility Department, Buffalo, 
‘tions New York. No obligation, of course. ; 
page 
REMINGTON RAND INC 
ill be ® 
ACCOUNTING PHOTOGRAPHIC SYSTEMS TABULATING TYPEWRITERS SUPPLIES 
Adding Dexigraph Kardex Punches Noiseless Carbon Paper 
2 Calculating Film-a-record Safe-Cabinets Sorters NYielilerolae) Ribbons 
Portable Duplicator Stencils 


Bookkeeping Portagraph Filing Cabinets Tabulators 
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Vulcan provides clean heat transfer surfaces to 


the Combustion four-drum, bent-tube, 400,000 
Ib. per hr., pulverized coal-fired boiler which serves VULCAN S 0 0 T B L 0 W E R S 
this new 40,000 kilowatt, 900 Ib. per sq. in. 

Southern plant. 


Chickasaw becomes another in the long list 
of plants depending on VULCAN Soot Blow- 
ers to assure highest heat transfer, real steam 
economy and freedom from _ frequent 
servicing. 


The advanced design, HyVuloy and Vulite 
intimate contact bearings, HyVuloy elements 
and VULCAN'S Model LG-! are guarantees of 
efficient, trouble-free operation in ANY plant. 


Remember that whatever the characteris- 
tics of your boiler and setting, fuel, or load, 
Vulcan engineers will be glad to solve any soot 
blower installation and operating problem 
involved. 


VULCAN SOOT BLOWER CORP., DUBOIS, PA. 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 


—MONTAIGNE 








Louis GUENTHER 
President and publisher, Financial 


World. 


Louis FISCHER 
Writer, lecturer. 


DuKE SHoOOP 
Writing in Nation’s Business. 


Howarp BRUBAKER 
Writing in The New Yorker. 


Excerpt from bulletin, Los Angeles 
Department of Water and Power. 


Davis M. DEBArD 
Vice president, Stone & Webster 
Service Corporation. 


WALTER LIPPMAN 
Columnist. 


FRANKLIN DELANO ROOSEVELT 


Ciirton A. WoopruM 
U. S. Representative from Virginia, 
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“ .. honest criticism is just as important to us to win 
the war as guns and powder.” 


¥ 


“There is no use scolding a nation for ‘complacency’ 
The average mortal just does not know how not to be com- 
placent.” 


¥ 


“If anybody is sadder than the taxpayer is going to he, 
it is the Congressman and Senator who must vote new 
taxes in the next period.” 


" 


“Some statesmen hold that even if war profits are ex- 
cessive, income taxes will gobble them up. Nelson giveth 
and Morgenthau taketh away.” 


5 


“Make your own home a first line of defense against 
war jitters. Electric lighting truly is your best friend 
in the hours of greatest darkness.” 


> 


“Eighty-five million people eat meals cooked by gas. 
This makes the gas industry perhaps the greatest single 
common denominator in the whole field of nutrition.” 


¥ 


“Hitler’s acts have defeated his dreams, and the world 
has passed him by. He cannot unite Europe because he 
has subjected Europe to cruelty which he can never ex- 
piate.” 


¥ 


“The price for civilization must be paid in hard work 
and sorrow and blood. The price is not too high. If you 
doubt, ask those millions who live today under the tyranny 
of Hitlerism.” 


¥ 


“A great wealth of electric power could be saved and 
conserved for use in war industries if we were rationing 
electric power as we are rationing rubber, tires, and other 
war essentials.” 


12 
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TWO WAYS TO 
GET MORE OUT OF 
YOUR PRESENT 
cof BURROUGHS MACHINES 


a Today, when it is so essential to 
ote new make the best and fullest use of the 

figuring and accounting equipment 

you now own, and to make that 
ie equipment last you as long as pos- 
1 giveth sible, Burroughs offers two ex- 
tremely valuable and timely ser- 
vices to Burroughs owners. 


_ Both Burroughs advisory service 

and Burroughs mechanical service 
have been time-tested throughout 
the years, and are nationwide. 


They are available to you through 
your local Burroughs office, or by 
writing— 


» world 


use he BURROUGHS ADDING MACHINE CO. 
ver eX- DETROIT, MICHIGAN 


=| Burroughs 


yranny 


= ¥ 4 


1 and BUY UNITED STATES ia 
ia SAVINGS BONDS AND STAMPS 


-~ 


tioning 
1 other 

















This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





14 REMARKABLE REMARKS—( Continued) 


W. Lee O’DANIEL 
U. S. Senator from Texas. 


Epwarp V. RICKENBACKER 
President, Eastern Air Lines, Inc. 


RAYMOND MOLEY 
Writing in The Wall Street 
Journal. 


EpItorRIAL STATEMENT 
Electric Light and Power. 


LEo T. CROWLEY 
Chairman of the board of direc- 
tors, Federal Deposit Insur- 
ance Corporation. 


Excerpt from “The Good Fellow,” 
Washington (D. C.) taxicab 
journal, 


Wa tter D. FULLER 
President, Curtis Publishing 
Company. 


MARRINER S. ECCLES 
Chairman of the board, Federal 
Reserve System. 
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“Why should the Congress not be realistic? Instead 
of spending so much time, effort, and money in trying 
to control war profiteering, why not let excess profits 
be made, and then tax them 100 per cent.” 


+ 


“Too many of us have the gimmies—gimmie this, and 
gimmie that. We must learn to put some of our liberties 
and our standard of living in escrow now, in order to win 
a total victory, and have a little of what we have left.” 


+ 


“We waited a year while the government learned that 
‘guns and butter’ would not mix. We are now waiting 
for the price controllers to learn that price controls and 
rationing are two wings of the same bird—inseparable if 
we are to escape disaster.” 


¥ 


. if practice blackouts are extended over many 
times the area of probable enemy bomber activity, they 
may easily do more damage to life, to property, to morale, 
and to armament production than all of the enemy bomb- 
ers that reach this country.” 


SJ 


“ . , the prosperity of the eastern railroads depends 
upon the business activity of the Northeast section of 
our country, and unless that region develops its power 
resources to the utmost economic limit, it cannot main- 
tain and increase its prosperity.” 


5 


“We don’t know why the populace of Washington 
should be in such a dither about auto tires when Mr. 
Leon Henderson, Price Administrator, has a 6-year- 
old car with tires so thin that he can run over a stale 
piece of chewing gum and tell you what flavor it is.” 


» 


“If by the magic of free enterprise and good manage- 
ment we can double or treble the turnover of goods in 
the future, the national debt will not seem so big. The 
same is true of unbalanced budgets. The miracle of turn- 
over will put them back in equilibrium, if nothing else 
will.” 


“ 


¥ 


“If this war is going to be fought on a basis of what we 
are going to get out of it, instead of what we are going to 
put into it, then we are going to lose it. So long as the 
only interest labor has in the problem of production is to 
get greater wages, and so long as the only interest that 
business has in it is to get greater profits, and the only 
interest the farmer has is how he is going to get higher 
prices for his product, then we have many tears and much 
blood to shed.” 
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METAL ENCLOSED BUS ¥ 


R&IE bus provides individual housings 
for each conductor with air space be- 
tween-thus preventing interphase shorts 
and limiting any trouble to ground faults. 
The air space also promotes cooling. 


R&IE bus provides ample strength to 
resist short circuit stresses. ese 
stresses are taken by the mounting 
frames in which the insulators are sub- 
jected to compression loading only. 


R&IE bus covers are housings only and 


not strength members. These housings 
can be gasketed to keep out dirt and 
moisture. 


R&IE bus can be mounted on floor, wall, 
or ceiling and is readily fitted to a struct- 
ural steel mounting. 


R&IE bus can be installed, aligned, 
adjusted and tested, and then the hous- 
ings put on. Conversely the housings 
can be taken off for inspection by re- 
moving a minimum number of bolts. 


R&IE bus can compete in price and in 
low cost of erection with any other type 
of bus structure and also give the above 
distinct advantages. 


RAILWAY ano INDUSTRIAL ENGINEERING CO. 
GREENSBURG, PA. . . In Canada, Eastern Power Devices, Lid., Toronto 
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More and more steam power is being required to meet the 


demands of our War Effort, and yet these increments must 


come largely from existing boiler plants due to the increas- 
ingly heavy demands made on available steel to feed the 
war machine. 


In view of this situation capacities and service-hours 
thought good in the past may not be good enough now and 
even record-breaking performances that have been consid- 
ered achievements may be bettered. 


In plants equipped to burn two or more fuels, the one 
least useful on battle fronts must be used. Many steam 
plants can be operated more in the interest of the War Effort. 


A more complete discussion of this important subject 
is presented in a paper “Maximum Output from Existing 
Boiler Plants", by E. G. Bailey, presented at the Midwest 
Power Conference, April 9, 1942. Copies are available 
upon request. Ask for Bulletin 3-306. 


Where specific problems involve B&W equipment, the 
Company will upon request and without obligation submit its 
best solution. This offer is contingent, of course, upon receipt 
of complete information and is dependent on available 


personnel. 
G-225T 





)., 85 LIBERTY ST., NEW YORK, N.Y. 


& WILCOX 
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KAxle Maintenance Keeps ‘Em Rolli 


Stalled! Precious minutes lost when minutes 
zount! ... when the nation is depending on you 
to keep ’em rolling! 

A.M.—Axle Maintenance—is the only practical 
way to stretch out truck life and avoid delays 
costly to you and to the Cause that depends on 
you for prompt, dependable transportation. 


Timken is co-operating with operators interd 
in proving A.M. to increase the life of vital eq 
ment. Write us for new maintenance bull 
and other material which will help you get! 
miles of service from your present equip 

A postcard mailed today will help you" 
*Em Rolling” now and for many a year to¢ 


TIMKEN AXLES $5 


THE TIMKEN-DETROIT AXLE CO., DETROIT, MICHIGAN 
NISCONSIN AXLE DIVISION, OSHKOSH, WISCONSIN 


Timken’s Job: To Axe the Axis with Axles 





MMi 


“s interé 
vital eq 
ce bull 


ou get 
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wee 
known advantages of Kinnear Steel Rolling Doors into sharper 

focus than ever before. Their capacity for years of hard, uninter- 

rupted use under the most gruelling conditions has been proved 
over nearly half a century. To meet today’s demand for extra door conven- 
ience, ruggedness and space economy, install Kinnear Rolling Doors. Built any 
size, to fit any type of opening. 


ALL STEEL PROTEC. 
TION! Kinnear’s tough, 
interlocking steel slat con- 
struction prevents theft or 
intrusion, resists acci- 
dental damage, defies fire, 
wind and weather — and 
even closes light-tight for 
blackout safety! 





BSTEEL PROTECTION 
=TORILED EFFICIENCY 
SAVINGS IN SPACE 


MOTORIZED EFFI.- 
CIENCY! Extra savings in 
time and labor are gained 
when Kinnear Rolling Doors 
are equipped for smooth, 
rapid, dependable motor op- 
eration. And this permits the 
further advantage of remote 
control, with convenient 
push-button stations at any 
number of points. 


Full-speed, day-and-night war production brings the long- 


SAVINGS IN SPACE! 
All floor, wall and ceiling 
space around each open- 
ing remains clear and 
usable at all times when 
Kinnear Rolling Doors 
are installed. Another 
score for Kinnear’s famous 
coiling upward action! 


Write today for Kinnear’s new, complete data book on doors ! 
THE KINNEAR MANUFACTURING CO., 2060-80 Fields Avenue, Columbus, Ohio 


INNEAR 


ROLLING 


DOORS 
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Planning’ 


A Service International Industrial 
Dealers Are Equipped to Render 


May 21, 19 


International Industrial Wheel Tractors have many applications in the public utilities field—handling materials in shop 
pulling trailer trains, laying and pulling cable, stringing lines, operating cranes and hoists, etc. The ID-6 Diesel is sho 


on a Los Angeles project. 


CONSTRUCTION and _ maintenance 
work today calls for careful, thorough 
job planning. On the power end of job 
planning, International Industrial Power 
dealers are “on the alert” with full co- 
operation. 


Here is how the International dealer 
can help you: He can give you valuable 
advice on fitting sizes and types of trac- 
tors to specific jobs. He knows allied 
equipment and how to coordinate it most 
efficiently with International TracTrac- 
Tors, Wheel Tractors, and Power Units. 
His close association with International 


INTERNATIONAL HARVESTER 


Harvester research, engineering, and 
manufacturing enables him to give you 
sound, practical, money-saving ideas on 
the best equipment to use, the best way 
to cut operating costs, the best way to 
get jobs done. Add his knowledge and 
experience to your own. 


International Tractors and Power Units 
are built for hard work and long life 
Keep them in first-class condition. Keep 
them working at maximum capacity ..: 
for VICTORY! 


INTERNATIONAL HARVESTER COMPANY 
180 North Michigan Avenue Chicago, ilindl 
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; 150,000 HP Francis Turbine 


for Grand Coulee Project 
(SHOP HYDROSTATIC TEST—230 LB. PER SQ. IN.) 






oti YDRAULIC TURBINES 
FRANCIS AND HIGH SPEED 
RUNNERS 
BUTTERFLY VALVES 
POWER OPERATED RACK RAKES 
GATES AND GATE HOISTS 
ELECTRICALLY WELDED RACKS 


Newport News Shipbuilding and Dry Dock Company 
(Hydraulic Turbine Division) 


Newport News, Virginia 
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DAVEY TREE TRIMMING SERVICE 
INSIST ON 


VIET ES 





Papers 
JOHN DAVEY 
Founder of Tree Surgery FOR YOUR 
: Forms 
New Spring Tree Growth Rocord: 
This glorious spring foliage also = 
brings exuberant twig growth Stationery 
that shoots up into your wires 
creating a serious threat to trouble- Superior Quality 3 


proof service. Getting Davey men 


on the job is a -good solution. MADE FROM COTTON FIBERS 


Always use dependable Davey Service ¥ 
DAVEY TREE EXPERT 68. KENT, On1e PARSONS PAPER CO. 
DAVEY TREE SERVICE HOLYOKE - MASSACHUSETTS 


Faith in THE Future 


OF MODERN METERING 







Fait: in the 
operation of the electric utility 
watthour meter manufacturers, 
sign and development of the 
meter well ahead of meterir 
Thanks to this faith and coopé 
meters built today are fully co 
load conditions for some time 
normal times are once more fF 
are sure to be, watthour meters 
their important part in system 





SANGAMO ELECTRIC COMPANY) 


SP OR Se Gea ee ee Poe Le Nae SS 
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CARBON PAPER 
THROWN AWAY? | 


caret 





YESSUR- owe vear, | 
BUT WE COULD HAVE 


SAVED 2485 BONES | 


You're right, young lady! The Egry Speed-Feed would 
ve saved the 2485 boxes of carbon paper that went into 
the wastebasket. The Speed-Feed converts any type- 
riter into a billing machine in one minute .. . steps up 
he output of typed forms per day 50% (even more)... 
wd eliminates the use of costly, wasteful, pre-inserted 


e-time carbon forms! 


es, a user of the Egry Speed-Feed 
nd 50,000 five-part 814” x 11” Egry 
ontinuous Printed Forms per year 
ves 2485 boxes of carbon paper an- 
nually. In dollars and cents that sav- 
ing will more than pay for the use of 

mathe Speed-Feed for a century or more! 
Literature on request. Demonstration 
in your own office without obligation. 
Address Dept. F-521. 


The EGRY REGISTER Company 
Dayton, Ohio 
SALES AGENCIES IN ALL PRINCIPAL CITIES 


The Egry Register Co. (Canada) Ltd., King and Dufferin Streets; Toronto, Ontario, Canada 
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Jis a War of Machines! 


Rae en 


hn 
ELECTRICAL 
CONDUCTORS 



































War Production 100% 
CRESCENT INSULATED WIRE & CABLE CO. 


Trenton, N. J. 





—— 
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The Robertshaw 
book “Measured 
Heat” has become 
a competent cook- 
ing manual in thou- 
sands of schools 
and colleges. 


Robertshaw bases its “measured 
heat” program on this fundamental: 
You can teach the public to want 
vitamins, but you can’t actually get 
it to take vitamins—unless you teach 
proper cooking. Poor cooking breaks 
down vitamins, as well as appetite. 
It was a year ago that Robertshaw 
began teaching this. 


And so, today when America looks 





sent: 
(W OVEN-REAT CONTROLS 


IMPORTANT INGREDIENT IN EVERY RE 


tpld her aborit 
‘Measured Heat” 


to her kitchens, hundreds of thou- 
sands of students and homemakers 
are already learning better cooking 
methods — helped by Robertshaw- 
equipped ranges and the “measured 
heat” program. 


Robertshaw proudly makes this con- 
tribution to the nation’s health, its 
conservation of food and fuel, and 
the winning of the war. 


ROBERTSHAW THERMOSTAT COMPANY, YOUNGWOOD, PA. 
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CLEVELANDS Keep Your Job 


Moving Because... 


In Clevelands, correct design joins hands with “Tops” in 
Quality to produce machines that are definitely leaders in 
Performance. 


Power and traction to take them anywhere are coupled with 
the ultimate in strong, long wearing material. Thus, not 
only mere repair costs but the even more serious service- 
interruptions are brought to a minimum. These are user- 
substantiated facts that help tell the story of why Clevelands’ 
continuity of performance pays you big dividends in result- 
ant cost-savings. 


Tow THE CLEVELAND TRENCHER COMPANY ‘oy 
VW 


20100 ST. CLAIR AVE ‘Pioneer of the Small Trencher CLEVELAND, OHIO’ OVW 





“CLEVELANDS’ Save More...Because they Do More 
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BAYER SOOT CLEANERS 


APPLIED TO 


MODERN PUBLIC UTILITY BOILER 


605,000 LBS./HR BOILER PULV. COAL FIRED 
1350 LBS. PRESSURE 950°F. STEAM TEMPERATURE 


THE BAYER COMPANY 


ST. LOUIS, MISSOURI 
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SPRAGUE COMBINATION METER-REGULATOR 


LATEST ACHIEVEMENT 
IN 
GAS MEASUREMENT AND 
CONTROL. 


For Manufactured, 
Natural and Butane Service 


Write for bulletin. 


THE SPRAGUE METER CO. 


Bridgeport, Conn. 





e Whatever the demands of the gas in- 

dustry may be, Connelly is equipped 
to meet them. With our new laboratory for scientific 
testing of purification materials and greatly increased 
facilities for the production of Iron Sponge, Governors, 
Regulators, Back Pressure Valves and other equip- 
ment for gas purification and control, Connelly is at 
your service, ready for any emergency. 


Under the able management of Mr. A. L. Smyly, pio 
neer in gas purification and pressure regulation, this 
organization has continued its leadership in the field, 
and the fact that Connelly products are standard in 
hundreds of the leading gas plants of the country is 
indicative of the service rendered. 


@ Mr. A. L. Smyly 
President 


Connelly Iron 
Sponge & 
vernor Co. Cnn 
Re 
IRON SPONGE and GOVERNOR Company (E{-¥ LI 
CHICAGO, iLL. ELIZABETH, N. J NGe 
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FOR UNDERGROUND 





DISTRIBUTORS IN 
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HE PERMANENT character of 

the Durant Insulated Piping 
System is not based solely on the 
design of the factory-fabricated 
units. Full consideration has been 
given to the varied requirements 
of field assembly. The accompany- 
ing installation photographs of a 
two-pipeline anchor are illustra- 
tive of the engineered adaptability 
of the D.I.P. system. 


In the large illustration, the two 
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insulated joints are being sealed 
with asphalt a full inch thick. 
After pouring, the pipes with steel 
anchoring channels are encased 
in mass concrete to provide the 
inexpensive, effective anchor 
shown above. 


Send for the Ehret D.I.P. Booklet. It contains full informa- 
tion on this modern system of underground insulated piping. 


EHRET MAGNESIA MANUFACTURING COMPANY 


VALLEY FORGE 


ALL 


PENNSYLVANIA 


PRINCIPAL 
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We KNOW HOW THEY 


Those men who earned 
the first Navy E, back in 
1906, must have been the 
proudest crew of tars in the fleet. We 
know, for we feel the same bursting 
pride today. The blue Navy burgee 
now flying from our flagstaff sends a 
special thrill through every man in 
our plant. We're proud to be Americans. 


FELT! 


The Navy E is not lightly given, nor 
lightly received. It means more than 
Excellence. It stands for a good job 
well done, for teamwork better than 
the best . . . and its award to any 
civilian plant should double and re- 
double fighting spirit. From now until 
final Victory dawns, we pledge every 
effort to help Keep America Rolling. 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 
The World's Largest Manufacturers of Storage Batteries for Every Purpose 
Exide Batteries of Canada, Limited, Toronto 
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BATTERIES 


Agreement) 








OOSIER ENGINEERING COMPANY 


ICAGO 46 SO. 5TH ST., COLUMBUS, OHIO NEW YORE 


RECTORS OF TRANSMISSION LINES 
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LLIOTT DEAERATIO 


Goes to Work for Plant A 
of Georgia Power Con 





This first of three Elliott deaerg 
Georgia Power Company’s new 
Arkwright is giving typical goo 
formance — heating feedwater 
saturated temperature of the 
supplied to it, and delivering the 
with zero-oxygen content. Thus j 
bines highest possible heating eff 
with invaluable protection o 





oxygen corrosion. 


i 2 oe 


22 _ @ eS) eee eee ee oe) 
~ 





Disiric? Off 5s in rrine 























Atilities Almanack 











9 MAY +H 





{ New England Transit Club convenes, Boston, Mass., 1942. 
q Pacific Coast Electrical Association starts convention, San Francisco, Cal., 1942. 








Westinghouse Agent-Jobbers Association convenes, Hot Springs, Va., 1942. 





{ Canadian Gas Association will hold meeting, Montreal, Que., June 4, 5, 1942. ® 





Baeeriee Management Association will hold convention, New York, N. Y., June 5, 
1942. 





q New York State Telephone Association starts meeting, Syracuse, N. Y., 1942. 
4 National Conference on Planning starts session, Indianapolis, Ind., 1942. 





9 American Society of Mechanical Engineers will convene, Cleveland, Ohio, June 8-11, 
1942, 





q North goa Telephone Association will hold meeting, Grand Forks, N. D., June 
9, 10, 











Y Arizona Municipal League opens meeting, Prescott, Ariz., 1942. 





Pacific Coast Gas Association, Accounting Section, will hold session, Los Angeles, Cal., 
June 11, 12, 1942. 





q National ge © cai Association will convene for session, Dayton, Ohio, (&) 
June 11, 12, 











¥ Society of Automotive Engineers starts meeting, White Sulphur Springs, W. V., 1942. 





z JUNE z 





ie 3 A ae Municipalities will hold meeting, Ely, Minn. (Tentative), June 
1 





{ California ay! ie ord Telephone Association will hold convention, Santa Monica, 
Cal., June 18, 19, 











= 
q Wisconsin State Telephone Association starts convention, Milwaukee, Wis., 1942. 








661 














From a lithograph by Harry Sternberg Courtesy, Kennedy & Co., New York 


Blast Furnace 
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The Impact of the War upon 
Public Utility Finance 


The purpose of this article is to consider the factors 

which will likely determine the course and nature of 

public utility financing in the war period which lies 
ahead of us. 


By FERGUS J. McDIARMID 


| \ J ut is likely to be the demand 

for new capital funds for util- 

ity plant construction during 

the war period and how will this de- 

mand probably be met? What is the 

most likely effect of the war on the 

market for utility bond issues? Will 

war conditions permit a continued re- 

funding of existing utility issues on a 
large scale? ; 

What about the right to tax exemp- 
tion under present conditions of bonds 
sold to finance publicly owned utility 
enterprises? Is it reasonable that pres- 
sure for the revamping of utility capi- 
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tal structures be continued during the 
war period? These are all questions 
which plague utility management, the 
investor, and prospective investor as 
America moves into a war period— 
the duration of which no one can now 
determine. 

Let us first consider the matter of 
new capital requirements. During times 
of peace the factors controlling new 
property additions have been chiefly 
the demands of the business and in a 
few cases the ability to raise funds. 
During war time the controlling factors 
become priorities, the ability to obtain 
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equipment and materials in competi- 
tion with other war-time demands. Re- 
duced to the least common denomina- 
tor, the competition is largely for labor 
since all equipment and materials are 
the results of labor expended. 


iu is axiomatic that our fortunes in 
this war will be directly related to 
the volume of energy that can be 
shifted from fields which have in the 
past contributed to civilian comfort 
and well-being to those which have a 
direct relationship to the war effort. In 
this respect we still have a long way to 
go. An official of the now defunct 
OPM stated in October, 1941, that un- 
der the armament program existing at 
that time it would not be until late in 
1942 that United States war produc- 
tion overtook the combined output of 
Great Britain and Canada. 

Even allowing for the fact that our 
pace has been greatly stepped up since 
those pre-Pearl Harbor days we still 
have a tremendous distance to travel 
when it is realized that our ability to 
produce ultimate war materials, based 
on the number of our available indus- 
trial workers and the size of our indus- 
trial machine, should be from two to 
two and one-half times that of these 
two Allies combined. 

Probably the best single index of the 
potential war-making strength of a 
modern nation, although a rather rough 
one, it must be admitted, is its capacity 
to produce steel. Our own steel-making 
capacity is estimated to be about twelve 
times that of Japan. It probably ex- 
ceeds by a rather wide margin the ca- 
pacity of all the Axis powers and the 
nations now dominated by them. 

While this potential strength of ours 
is being swiftly and fully transformed 
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into actual striking power, and proba. 
bly as long as the guns continue to fire, 
it goes without saying that only those 
additions to utility properties which are 
essential to the prosecution of the war 
can be justified. To obtain some tangi- 
ble idea of the likely extent of such ad- 
ditions we had best start by reviewing 
the new property additions of the elec. 
tric utilities during the past few years, 
since it is this branch of the utility in. 
dustry which is likely to require the 
lion’s share of new capital. 


New CoNnstRuUCTION EXPENDITURES OF 
ELectric UTILITIES 
(Millions $) 
Average 


1937-40 1941 


Generating 
Transmission 
Substations 
Distribution 


C will be observed that the most im- 
portant types of property additions 
have been generating capacity and dis- 
tribution lines. Substations may be 
looked upon largely as a function of 
these two main items. It may probably 
be taken for granted that rural electric 
lines built to serve additional customers 
can be ruled out for the duration of the 
war. 

The almost complete cessation of 
new residential construction, except 
small and concentrated housing devel- 
opments for armament workers, should 
largely obviate the need for extending 
electric distribution systems. 

Likewise the unavailability of new 
electric appliances should slow down 
the growth of the residential load s0 
that the need for such items as larget 
transformers in existing distribution 
systems would be minimized. In the 
electric utility field the demand for new 
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equipment should be heavily concen- 
trated in the generating field, together 
with some new transmission tie-ins, in 
order to make the most complete use of 
existing generating facilities. 

We may, therefore, concentrate our 
attention on the matter of new gener- 
ating capacity. Until recently it was the 
approximate idea that of every 5 tur- 
bines built, 3 would go to the utility in- 
dustry and 2 to the Navy. That was be- 
fore Pearl Harbor. From now on the 
ability of the utilities to obtain steam 
turbines will be directly related to naval 
demands and will probably be subordi- 
nated to them. 

In these times we will do well to re- 
call that the first practical application 
of the steam turbine on a broad scale 
was as a means of propulsion for war 
ships. The first turbine-driven vessel 
was appropriately named the Tur- 
bina. The story of that little ship has 
enough about it which is strictly up to 
date and in line with current history to 
make its repetition seem worth while. 
(See page 667.) As it has been told the 
sea lords of the British Admiralty were 
not at first impressed with possibilities 
of the steam turbine. Since they were 
hardly yet fully converted to the idea 
of the reciprocating steam engine as a 
full-time substitute for clouds of snowy 
canvas, they could hardly be expected 
to show much interest in Mr. Parson’s 
little steam windmills. 


UCH data as are now available to the 
layman on the subject of present 
relative naval strengths in this war do 
not leave us much room for compla- 
cency. Our own present edge of total 
naval strength over Japan, even after 
the Pearl Harbor damages are repaired, 
will not be spectacular and must be 
vastly increased. The German navy, 
while small compared with Britain’s, 
contains, or will soon contain, 5 capi- 
tal ships of great toughness and strik- 
ing power. Vichy still controls a large 
fleet including 4 capital ships and a 
large number of cruisers and destroy- 
ers, now riding at anchor but ever 
threatening to drop like a ripe plum into 
Hitler’s lap. 

Should this happen, the margin of 
superiority of the combined fleets of 
America and Britain over those of the 
Axis would be whittled dangerously 
thin. It requires no expert in naval 
strategy to realize that this is a situ- 
ation which cannot be allowed to con- 
tinue if we are to maintain our Atlantic 
lines of communication and at the same 
time carry the war into the western Pa- 
cific. Any way you look at it we have 
no doubt already embarked upon the 
greatest naval building race in history 
and until we very definitely win that 
race the requirements of our utilities 
for new steam-generating capacity will 
meet competition of the toughest sort. 

For example, we may note that to 


rate obtainable on United States government bonds. This 


q “THE pace setter for all interest rates in this country ts the 


rate is sometimes referred to as the rate of pure interest, the 
riskless rate, etc. In view of the history of government 
finance down through the ages, and taking into account the 
chance of inflation, it is doubtful if this definition is a cor- 
rect one,” 
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drive a modern 35,000-ton battleship 
at 30 knots requires the turbine equiv- 
alent of 115,000 kilowatts, which, by 
the way, is four times the power of 
most of our existing battleships. We 
put two such ships in service in 1941, 
launched three more and another, the 
sixth, slipped down the ways just the 
other day. The whirling screws of an 
aircraft carrier making 31 knots and 
carrying 60 planes consume 82,000 
kilowatts of power. We put one into 
service in 1941 and are now building 
more. A 10,000-ton cruiser, mounting 
8-inch guns, has 32 knots of speed and 
60,000 kilowatts of power packed into 
her turbines. Our new cruisers will 
probably demand even more. We com- 
missioned one cruiser in 1941 and 
launched six additional. A destroyer is 
a mere 1,600-ton wisp of a ship, but 
it is the nemesis of the submarine, and 
it requires 30,000 kilowatts of power 
to drive her slender hull through the 
water at 36 knots. We commissioned 
16 destroyers in 1941 and launched 
24 more. 


i on writer has quite roughly cal- 
culated the steam-turbine require- 
ments of these ships, finished or 
launched in 1941, at about two and 
one-half million kilowatts, which is 
greater than the 2,292,000 kilowatts 
of steam-generating power installed by 
all of our private utilities in that year. 
And such naval requirements no doubt 
represent only a start, if we are to 
achieve the degree of naval domination 
necessary to win this war. All of this 
adds up to the probability that the ratio 
of 3 out of every 5 turbines built, in 
favor of the utilities, is likely to be re- 
versed or even further reduced. This, 
of course, would be reflected in lower 
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financial requirements for gross prop. 
erty additions. 

In 1941 total new property additions 
of the electric utilities amounted ty 
$654,000,000. The Department 0 
Commerce has estimated that new 
property added in 1941 will be about 
one-third lower; that is, about $435, 
000,000. Of course estimates, based 
very largely upon the pre-Pearl Harbor 
outlook, have run much higher than 
the latter figure. Calculating deprecia- 
tion accruals at 11 per cent of an esti- 
mated $2,800,000,000 gross for 1942 
these should pay for around $310,000. 
000 worth of new property, and earn- 
ings not paid out in dividends would 
no doubt finance a good deal of the 
balance. 

It seems, therefore, that the amount 
of new capital which the electric util- 
ities will have to raise in the open 
market in the period immediately ahead 
will not be very great. Such an assump- 
tion would tie in with the war-time 
experience of the British utilities. 
These utilities, not only electric but 
telegraph, gas, and water as well, raised 
only about the equivalent of $3,400, 
000 of new capital in the first nine 
months of the year 1941. 

What will be the effect of the war 
on the market for utility bonds, both 
for new capital and refunding pur- 
poses? As long as war lasts we may 
be quite sure that the dominant con- 
siderations influencing the bond market 
will flow from the financial require- 
ments of the national government. The 
extent to which such requirements are 
likely to dominate the picture is hinted 
at by a brief glance at the British money 
market during the period of this war. 
In 1941 the British government 
loans accounted for- somewhat ovef 
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$435, 

based 

Larbor The Inauguration of the Steam Turbine 

> NE day, I believe it was in the year 1894, at naval maneuvers off 

cat the Isle of Wight, the S.S. TURBINIA, which was no more than a 

1942 large steam launch, turned up as an entirely uninvited guest and pro- 

000, ceeded to run rings around the fastest ships of the British fleet. The 

rial admirals no doubt were very red faced, but the naval attachés of the 

‘atid world who were present were extremely interested. On her trials the 

of the little ship developed a speed of 33 knots, equal to that of our modern 

cruisers. In the years which followed, the steam turbine rapidly sup- 
wine planted the reciprocating engine to drive the fast ships of both the navies 
nt . - é Pay . 

sae. and mercantile marines of the world. The rear section of the diminutive 

- open pioneer 1s now on display, or was until the outbreak of the war, m the 

shoal Museum of Science at S outh Kensington, London, not far from the 

stump. Wright biplane, an ob ject of interest and veneration to anyone with an 

neil engineering turn of mind. Windows cut in the hull enabled one to see 

‘ities her little turbines and the condensers lining the inside of her hull. 

ic but 

raised 

400, 99 per cent of all new capital raised line of argument or conclusions. It has 

| nine @ through bonds and stocks in that year. been the experience of both Great Brit- 
This was an increase from 98 per cent ain and Germany that even after taxa- 

e wat @ of the total in 1940. To enter the capi- tion has been extended to its utmost 

, both # tal market over there you have to have limits, not over 40 per cent of the fi- 

| put- @ a license which states that the project nancial requirements of a government 

> may @ requiring funds is important to the na- engaged in total war can be met from 

 con- i tional war effort. Apparently not many _ taxation. That leaves 60 per cent of our 

varket licenses are granted or sought. $60,000,000,000 or $36,000,000,000 

quire- annually to be met from real savings or 

t. The Ts pluck a figure out of the head- inflation. 

ts art lines, Federal government expend- The above figures are presented only 

rinted  itures, once our war effort gets fully for the purpose of pointing toward a 
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; war. 
iment 

over 


under way, have been estimated at $60,- 
000,000,000 annually. You may allow 
for a large percentage error in this 
figure if you like, it will not change the 
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likely and extremely important con- 
clusion, which is checked by the ex- 
perience of other nations in this war. 
It is simply that after maximum 
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amounts have been raised by taxation 
and by borrowing all available legiti- 
mate savings a gap will in all proba- 
bility remain, to be met by the creation 
of bank credit, which is a polite term 
for inflation. We must try to keep this 
inflationary gap as small as possible— 
at all costs keep it from getting out of 
hand. To accomplish this all sources of 
existing true savings will have to be 
pretty fully drawn upon and new 
sources pressed into being for the uses 
of the national government. It is cer- 
tainly in the interest of the utilities 
and their investors that this be done, 
as sharply rising costs resulting from 
inflation might prove a very serious 
thing for them. 

This does not mean for an instant 
that essential new capital requirements 
of the utilities should not be met from 
the money market. The meeting of such 
requirements must be regarded as a 
part of the financial side of our war 
effort. However, in recent years by far 
the greater part of utility financing has 
been in the nature of refunding. This 
is illustrated in the accompanying table : 


Security SALES By ELectric UTILITIES 
(Millions $) 


Refunding 
1049 


Is this refunding process likely to 
continue under war conditions? The 
writer is of the opinion that it will be 
very much curtailed if not completely 
halted. It is quite true that the mere 
refunding of an existing bond or stock 
issue does not usually make any net 
demand on the capital market. How- 
ever, as we become more desperately 
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aware of the huge task ahead, it is not 
likely that the authorities will permit 
the distraction of investor interest by 
any security flotation which is not re- 
lated to the war effort. 


iow also the physical factors 
involved. The public distribution 
of a bond issue by present methods in- 
volves the extensive use of long-dis- 
tance telephone circuits already heavily 
burdened with war demands. The 
printing, preparation, and distribution 
of prospectuses and the efforts of sales- 
men represent expenditures of labor 
and material which might be used in 
other channels. In Britain all refunding 
was forbidden for the first fifteen 
months of war, after which the bars 
were let down to a very limited extent 
on behalf of certain municipalities 
which had been paying a high rate of 
interest. 

In the late fall of 1941, the prohibi- 
tion against corporate refunding, which 
had been in force since the beginning 
of the war, was withdrawn. A large 
electric utility recently announced that 
it planned to replace on May 1, 1942, 
over £2,000,000 of 5 per cent bonds 
with an issue bearing a 3 per cent cou- 
pon. This would be the first instance of 
a utility bond issue being refunded in 
Britain since the war began. 

The backbone of this refunding 
process in recent years has been the 
very heavy demand on the part of large 
financial institutions, particularly life 
insurance companies, for fixed interest- 
bearing securities of fairly good quali- 
ty. In 1941 the acquisition of electric 
utility bonds by such __ institutions 
through private purchase amounted to 
41 per cent of all such bonds sold, and 
a very large part of the issues sold pub- 
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licly also went to institutions. It is pret- 
ty thoroughly understood that if the 
life insurance companies decide to pass 
up a utility bond flotation, that issue 
is almost certain to be, in the language 
of marketing, a flop. Due to the fact 
that utility bonds have given a yield 
more in line with the actuarial require- 
ments for interest earnings of the life 
insurance companies, they have tended 
to favor them over government issues. 

Now consider what will probably be 
the changed position of life insurance 
companies under war conditions. The 
amount which these companies are able 
to invest annually, including the ma- 
turity proceeds of old investments, 
probably amounts to over two and one- 
half billion dollars. While this sum is 
very large compared to the financial re- 
quirements of the utilities, it is quite 
small compared to the probable war- 
time requirements of the government. 
However, such funds represent real 
savings and the life insurance compa- 
nies will doubtless be under great pres- 
sure, moral or otherwise, to buy gov- 
ernment bonds as heavily as possible. 


W: may check this assumption by 
another brief look abroad. Since 
the war began Canadian life. insurance 
companies have placed the full incre- 
ment of their reserves into government 
bonds. During 1940 the holdings of 
government bonds on the part of Brit- 


ish life insurance companies increased 
by 161 per cent of their total increase 
in assets. Their 1941 experience, while 
not yet available, was probably similar. 
It is, therefore, quite unlikely that once 
the demands of war finance become 
fully developed the life companies will 
be in a position to take over, via the re- 
funding process, any additional large 
amount of old utility debt. 

In view of such probable conditions, 
life insurance actuaries are rapidly 
bringing the interest assumptions used 
in their calculations into line with the 
rate obtainable on government bonds. 
When this is done the investment de- 
partments of the companies will be un- 
der less pressure to strive after the 
higher rate obtainable from utility 
bonds. There will be more weight given 
to the relative risks involved. 

There are other likely drawbacks to 
the continuance of utility security re- 
funding ; interest rates, for example. It 
is true that there still exist a limited 
number of utility bond issues outstand- 
ing bearing 44 and 5 per cent coupons 
which have for a long time seemed ripe 
for refunding. However, to an increas- 
ing extent the continuance of this re- 
funding process has depended on the 
ability to turn a 33 or 4 per cent cou- 
pon into a 34 per cent one sold to yield 
a little over 3 per cent, or a 34 per cent 
coupon to a 2? per cent one sold at a 
premium. Certain factors have come to 
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effect that to tax the income from their bonds would under- 


q “WE are all familiar with the finely spun arguments to the 


mime the rights of local governments and even the Constitu- 
tion. After all, why should this be the case? Local govern- 
ment bodies exist in other democratic countries where the 
privilege of tat exemption on the securities issued by such 
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light which seem likely to throw a 
monkey wrench into this procedure. 
The pace setter for all interest rates 
in this country is the rate obtainable on 
United States government bonds. This 
rate is sometimes referred to as the 
rate of pure interest, the riskless rate, 
etc. In view of the history of govern- 
ment finance down through the ages, 
and taking into account the chance of 
inflation, it is doubtful if this definition 
is a correct one. Nevertheless, a study 
of the checkered record of long-term 
corporate bonds in America serves to 
convince that the best of such bonds 
contain a substantial element of risk 
which is additional to the risk factor in 
government bonds. Considering the 
general lack of strong repayment pro- 
visions, the obsolescence factor, and 
other elements of risk which exist in 
even the best long-term utility issues, 
it would seem that these should yield 
as a minimum one-half per cent more 
than long-term government bonds. 


HAT then is the rate at which our 

government is likely to do its 
long-term war financing? This is a key 
consideration but admittedly a subject 
on which there is considerable diver- 
gence of opinion. However, certain 
clues are available. The government re- 
cently sold an issue of long-term tax- 
able 24s due in about thirty years at 
par. The issue was a success and im- 
mediately went to a premium. Will this 
long-term borrowing rate rise or de- 
cline as the war progresses and the bor- 
rowing needs of the government multi- 
ply? During the last war the rate rose 
with the passage of time. This time, 
however, in the major warring coun- 
tries a different set of forces seems to 
be at work. On the one hand we have 
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enormously expanded national money 
incomes, while on the other hand a 
tight system of rationing and price con- 
trol prevents the spending of those in- 
comes. The result has been very large 
money savings and great liquidity 
which has made possible government 
borrowing at progressively lower rates, 

In Germany the long-term govern- 
ment borrowing rate had declined from 
43 per cent at the beginning of the war 
to 34 per cent at present. The yield 
basis of medium-term British govern- 
ment 3s declined from 3.34 per cent in 
June, 1939, to 2.82 per cent in Decem- 
ber, 1941. The long-term internal bor- 
rowing rate of the Canadian govern- 
ment has remained slightly above 3 per 
cent through successive heavy war 
loans. 

In the light of these facts we would 
expect our own government to accom- 
plish its long-term war financing at an 
interest rate not above 24 per cent, pos- 
sibly settling lower. If we asume a 2} 
per cent rate, it seems to the writer that 
the best long-term utility bonds should 
yield at least 3 per cent and secondary 
credits very considerably higher. Such 
a level of interest rates, coupled with 
the reduction in the benefit of interest 
savings as a result of higher income tax 
rates, would likely place a curb on ex- 
tensive further refunding. 


K Sesur obstacles and objections to the 
refunding of the security issues of 
private utilities under war conditions 
have been stated at some length. How- 
ever, there is another side to this pic- 
ture. It is doubtless true that all of the 
objections to the issuance of such se- 
curity issues can be applied with equal 
or even greater force to the issuance of 
securities by public authorities to fr 
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Utility Securities and the Insurance Companies 


“<? is pretty thoroughly understood that if the life insurance compa- 

nies decide to pass up a utility bond flotation, that issue is almost 

certain to be, in the language of marketing, a flop. Due to the fact that 

utility bonds have given a yield more in line with the actuarial require- 

ments for interest earnings of the life insurance companies, they have 
tended to favor them over government issues.” 





nance the acquisition of existing pri- 
vate utility properties. Such bond is- 
sues tend to compete with necessary 
war financing and they consume a great 
deal of energy which might better be 
used in avenues more closely connected 
with the requirements of national sur- 
vival. 

One notable advantage which pub- 
licly owned utility systems have hereto- 
fore enjoyed in their financing over 
private utilities seems rather likely to 
be brought to an end by the present 
crisis. I refer to the tax-exempt status 
of bond interest paid by the former. 
This status in the past has no doubt en- 
abled publicly owned utilities to raise 
funds on a more favorable basis than 
private utilities. Furthermore, there is 
every reason to believe that this advan- 
tage, if it persists, will be a much more 
crucial matter in the future than in the 
past. Certainly the higher that rates of 
income tax tend to mount the greater 
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becomes the advantage of tax exemp- 
tion. Moreover, it is the lesson of his- 
tory that increases in tax rates brought 
about by a crisis tend to persist after 
that crisis is past and gone. 

There is good reason to believe that 
the full weight of the privilege of tax 
exemption enjoyed by the bonds of 
publicly owned utility enterprises has 
not been reflected by the bond market 
in recent years. This is because a large 
part of the market for bonds of all sorts 
has been with financial institutions, 
chiefly insurance companies and banks, 
to whom the tax-exempt feature is of 
no immediate value. Because of the 
methods used to compute Federal in- 
come tax liabilities for these institu- 
tions they have with few exceptions 
been spared such taxation, in most 
cases by a rather wide margin. Accord- 
ingly they have not been willing to pay 
a great deal for a tax-exempt privilege 
whose value to them was largely theo- 
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retical. However, with the government 
looking around hungrily for new 
sources of revenue it is likely that this 
situation will be changed. In such in- 
stance the tax-exempt feature might 
take on real tangible value to financial 
institutions so that they would be will- 
ing to pay substantially for it. 


ie therefore, seems entirely likely 
that if publicly owned utility enter- 
prises maintain their privilege of sell- 
ing bonds on a tax-exempt basis, the 
relative advantage which they will 
thereby enjoy over the private utilities 
will be very much greater in the fu- 
ture than in the past. The withdrawal 
of this privilege would thus seem dis- 
tinctly to the advantage of the private 
companies. It should, however, be 
pointed out that this advantage has to 
do with the taxation of future bond is- 
sues rather than of issues now out- 
standing. 

In the opinion of the writer this 
whole idea of tax exemption for bond 
interest is an anachronism in our pres- 
ent scheme of things and in the case 
of new bond issues at least should be 
done away with at the earliest possible 
moment. An analogy will illustrate my 
point of view. On the night of April 
11, 1912, the White Star liner Titanic 
damaged 300 feet of her side by shear- 
ing it against an iceberg and less than 
three hours later sank in the greatest 
peace-time maritime disaster of all 
time. Due to the list of the ship in its 
dying throes, only enough lifeboats 
could be lowered to save about one-third 
of those on board. However, shortly 
after those in the know learned that the 
liner was doomed, one particular life- 
boat was lowered, almost secretly it 
seemed, and pulled away to safety. It 
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was only partially filled but it contained 
among others Bruce Ismay, then chair. 
man of White Star, and at least one not 
so noble lord. This lifeboat was later 
dubbed “the millionaires’ special.” The 
opinion was widely held that at least 
some of its occupants owed their safety 
to their financial or social status. The 
moral standing of these people did not 
survive the incident. Ismay lived out 
the rest of his days as a shunned te. 
cluse. 

It does not seem right that we should 
tolerate any financial “millionaires’ spe- 
cial” in our present war-strained econ- 
omy. There should be no such thing as 
an economic lifeboat through which 
some individuals may escape from the 
common sacrifice. The point has been 
made that when a tax-exempt bond is 
purchased the purchaser pays for the 
tax-exemption privilege by accepting a 


lower yield. It is also true that much of & 


the existing immunity from taxation 
was purchased at a time when income 
taxes were at a comparatively low level 
and when such taxes as the rank and 
file of us will shortly have to take in 
stride were entirely unforeseen. Even 
if this were not the case, the theory of 
tax exemption seems out of place ina 
democratic society. In such a society 
can it be maintained that the privilege 
of immunity from at least a part of the 
common economic sacrifice, in a time 
of great national peril, is a commodity 
which should be placed on sale? 


W: are all familiar with the finely 
spun arguments to the effect that 
to tax the income from their bonds 
would undermine the rights of local 
governments and even the Constitu- 
tion. After all, why should this be the 
case? Local government bodies exist 
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in other democratic countries where the 
privilege of tax exemption on the se- 
curities issued by such bodies is un- 
known. It has also been argued that 
the amount saved in interest payments 
by public bodies through the issuance 
of tax-exempt bonds is equal to the 
total taxes which would otherwise be 
paid on such interest. Even if this were 
true, which I very much doubt to be the 
case under present conditions or those 
which lie ahead, it does not dispose of 
the moral argument against such ex- 
emption presented above. 

The theory of tax exemption, of 
course, is not based upon any constitu- 
tional admonition nor is it derived 
from any precept to be found in the 
Ten Commandments. It is based upon 
a Supreme Court decision rendered a 
good many years before the idea of an 
income tax received serious considera- 
f tion in this country and about a cen- 
tury before such taxes became the cor- 
ner stone of our Federal government 
finance. Like many other decisions of 
the court it was economic in its back- 
ground, and one may surmise that it 
is subject to change as the changes in 
our national economy seem to dictate. 

To tax or not to tax the existing 
bond issues of public authorities as dis- 
tinguished from new issues is a delicate 
problem. From a purely legalistic 
angle it may be argued that since the 
clam to freedom from taxation is 
based upon a Supreme Court decision 
a reversal of that decision would make 


all bonds taxable. On the other hand, 
many investors purchased municipal 
bonds, including many utility revenue 
issues, in the belief that they enjoyed 
tax-free status. In this belief they were 
supported by the issuer, while the Fed- 
eral government did not argue to the 
contrary. 

Again we must bear in mind that the 
spectacle of wealthy individuals receiv- 
ing large volumes of tax-free income 
while the vast majority sweat under an 
increasing tax load will not be condu- 
cive to all-important national unity. 
Such individuals in a purely material 
sense have an above-average stake in 
the country which is being defended. 
If some means could be found to limit 
the amount of tax-free income received 
by any individual to a comparatively 
modest amount, at least for the dura- 
tion of the war, a fairly equitable solu- 
tion would seem to be found to a prob- 
lem for which no perfect solution prob- 
ably exists. At least that would likely 
be the opinion of that individual of 
general good common sense, the man 
on the street. It also seems to be the 
opinion of the Secretary of the 
Treasury. 


| iw us turn, now, to yet another as- 
pect of public utility finance in war 
time. It would seem that pressure on 
the utilities to further revamp their 
capital structures might well be relaxed 
for the duration. Again, the argument 
is based largely on the need for the con- 
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servation of energy, the energy of val- 
uable personnel. The writer was told 
not long ago by one of the chief operat- 
ing men of a large electric utility that 
it was at that time almost necessary 
for such a company to have two sets 
of officers, one to operate the utility 
and the other to meet the requirements 
of regulatory bodies. This may have 
been an overstatement, but it does re- 
flect a state of affairs which is in the 
nature of a luxury under present con- 
ditions. It also indicated a harassed 
state of mind arising from the require- 
ments of regulatory bodies which 
seems to be rather prevalent among the 
men who operate our private utilities. 

In previous articles in the Fort- 
NIGHTLY the writer has been at pains 
to point out the desirability of improve- 
ment in the capital set-up of many utili- 
ties. The need for stronger sinking 


funds, lighter debts, fewer layers of 


securities, and common stock equities 
representing a larger part of the total 
investment has been stressed. Certainly 
over the past few years very great im- 
provements have been made along these 
lines. Admittedly, also, further im- 


provement is desirable in many cases, 

However, we are now entering a 
period when the best brains of the in- 
dustry are going to be needed to make 
the best possible use of existing phys- 
ical plant. It will be intolerable if such 
brains are forced to turn aside from 
operating problems whose solution is 
vital to the prosecution of the war to 
deal with matters of a purely financial 
or regulatory nature which can be post- 
poned into less critical times. 


r to meet the demands of the emer- 
gency the utilities have to nurse 
wheezy old turbines which in normal 
times would be replaced by new ones, 
then they can also presumably get along 
for the time being with capital struc- 
tures which fall considerably short of 
perfection. Since we have thrown out 
the window for the duration the 
thought of “business as usual,” it would 
seem worse than silly to give any more 
kindly treatment to the idea “reform 
as usual.” If we don’t succeed in win- 
ning this war, the condition of public 
utility capital structures will be a mat- 
ter of exceedingly small consequence. 








PLEASANT social encounter took place in Scarsdale the other after- 
noon between a housewife and the man who came to read the 
gas meter. They chatted for some minutes about the weather and such- 
like, until, in fact, some time after the lady had become aware that 
her caller was having trouble in breaking off the conversation. “Well,” 
he said in the end, edging toward the door, “I certainly enjoyed reading 


your meter.” 
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—Excerrt from The New Yorker. 
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This means, in the opinion of the author, that government as 
well as private expenditures for nonessential activities should 
not be permitted to interfere with the military effort—and this 
curtailment of nonessential activities includes the St. Lawrence 
waterway and several other costly undertakings. 


By FRANK M. 


the spending of $1,000,000,000 

for the improvement of rivers 
and harbors, including the St. Law- 
rence seaway and the Florida ship 
canal, was approved by the appropria- 
tions committee of the lower house of 
Congress on November 7, 1941. 

The St. Lawrence plan was changed 
to permit transfer of power installa- 
tions along the river to the New York 
Power Authority upon payment of 
$93,000,000, and the previously ap- 
proved Florida ship canal project was 
modified to permit a barge canal with 
adepth of from 9 to 12 feet if the Army 
Engineers found it feasible. 

New authorizations were the Ten- 
nessee-Tombigbee for a waterway 
from the Tennessee river to the Gulf 
of Mexico at a cost of $66,000,000; 
the improvement of the Coosa and Ala- 
bama rivers from Rome, Georgia, to 
Mobile, costing $95,000,000 for navi- 
gation, flood control, and hydroelec- 


T HE 1942 omnibus bill authorizing 
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tric power ; $15,000,000 for the canali- 
zation of the Beaver river for 35 miles 
from its junction with the Ohio; the 
improvement of the Savannah river in 
South Carolina and Georgia to cost 
$28,000,000 ; and a dam and reservoir 
on the Columbia river at Umatilla, 
Oregon, to cost $40,000,000. The total 
estimated cost for the new projects 
authorized is $244,000,000. President 
Roosevelt is said to have declared the 
St. Lawrence work is needed at once 
for defense but to have indicated op- 
position to some of the others. 

In analyzing these projects we must 
concede that while our river improve- 
ment policies in the past were almost 
uniformly wasteful, we now face a 
wholly different situation. As a pros- 
perous nation we could write off the 
losses from the visionary schemes 
without too great a shock other than 
to our record as realistic planners, for 
after all our only loss was financial and 
despite the waste we usually had some 
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money left, while the politicians got 
the votes. 


ee eenene engineers and the Brook- 
ings Institution have opposed the 


seaway on economic ground; its di- 


version of essential war materials and 
labor and its construction period of 
several years, when electric power 
could be supplied by steam plants long 
before it could be generated atthedams, 
and the same time element applies to 
navigation. Its advocates estimate our 
cost at $250,000,000, while the oppo- 
nents, in the light of our past record 
with waterways, place the cost at not 
less than $1,000,000,000. 

We entered World War I with a 
national debt of a billion dollars as 
compared with $26,000,000,000 at its 
close ; on January 6, 1942, the Treasury 
Department announced it had grown 
to $58,018,021,027 and on the same 
day the President said he would ask for 
a budget of $56,000,000,000 for the 
next fiscal year. What the debt will be 
at the end is anyone’s guess at well over 
$110,000,000,000. To many of us that 
sum is hard to comprehend and we 
only know that it’s a “heck” (word 
substituted for another to get by the 
editor and censor) of a lot of money. 

When World War II began it was 
thought our role would be only to fur- 
nish munitions, food, and cargo ships to 
the foes of the Axis; we now are in 
it all the way, when men and material 
must have first call and nonessential 
spending must stop. With these funda- 
mentals in mind we may examine the 
projects cited. 


UFFICIENT data are not available 
for a full analysis of the new au- 
thorization except for the 35-mile ca- 
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nalization of the Beaver river. This 
shows a construction cost of $428,57] 
per mile for the equivalent of a road- 
way, about four times the average in- 
vestment of all the Class I railways for 
their roadways, equipment, and all 
other adjuncts for a complete system 
of transportation for freight and pas. 
sengers, and more than twice that for 
the same elements of the Delaware, 
Lackawanna & Western Railroad, 
The waterway projects will also con- 
sume man power and materials vital 
to the needs of our armies and those 
of our allies. 

Important factors in a study of river 
transportation are construction costs, 
annual expense of maintenance, oper- 
ation of locks on canalized rivers, 
character and volume of procurable 
tonnage, and time in transit. In these 
the rivers fall far below railways serv- 
ing common points as shown in data 
compiled from the annual reports of 
the Interstate Commerce Commission 
and the Chief of Engineers of the 
United States Army. 

If inland river improvements are to 
furnish truly cheap _ transportation, 
their construction cost and the expense 
of maintenance of the improvements 
must be markedly below that of the 
railways. There is a widespread feel- 
ing that interest on the investment is 
not a legitimate charge against feder- 
ally improved waterways, but so long 
as we have a huge national debt that 
position is untenable although, like the 
overcoat in the salesman’s expense ac- 
count, it may not appear under that 
name. The investments and mainte- 
nance costs of the rivers cited are not 
peculiar to them but are broadly repre- 
sentative of many other projects con- 
cerning their relative economic value. 
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Comparative data for traffic and costs 
of the railways and some of the major 
rivers are Shown in an appended table 
below. 


| pe of existing projects on the 
upper Mississippi and its princi- 
pal tributary, the Missouri, may be used 
as a “yardstick” to measure their util- 
ity. The former is 663 miles long from 
the mouth of the latter to Minneapolis 
and the other is 787 miles from its 
mouth to Sioux City, Iowa. Costs and 
traffic above Sioux City are negligible 
except for the navigation dam at Fort 
Peck, Montana, costing $112,000,000, 
no part of which has been included. 
The investments for these projects 
average $238,129 per mile, with main- 
tenance costs of $2,534 a mile. Com- 
puting interest on the investment at 
24 per cent and adding costs of main- 
tenance, they cause a ton-mile cost of 
2.38 cents on the traffic. These compare 
with averages of the Class I railways 
of $109,331 for investment ; $2,000 for 
maintenance of roadway and structures ; 
and revenues of 0.973 cent per ton 
mile. The foregoing figures are based 
on the annual report of the Chief of 
Engineers of the United States Army 


for 1940 and the Interstate Commerce 
Commission for 1939, the latest avail- 
able as this study was made. 

Winter’s snows sometimes delay or 
halt railway service in the north for 
short durations; rivers in the same 
regions are icebound for from two to 
four months every year. This is true of 
the upper Mississippi, the Missouri, 
and the Illinois waterway, as well as 
often on that part of the St. Louis- 
New Orleans reach between St. Louis 
and Cairo, Illinois, 280 miles, when 
its navigation must be replaced by rail 
service. Trouble from floating ice is 
seldom encountered below Cairo, al- 
though it has been known to extend 
as far south as Vicksburg, Mississippi, 
and is sometimes experienced on the 
Ohio. The rivers cited in the table have 
thriving cities on their banks and there 
is no lack of potential tonnage if the 
boats can demonstrate their superiority 
of service. 


i* January, 1942, the President sub- 
mitted to Congress a record-break- 
ing budget calling for $52,786, 186,000 
for national defense in the fiscal year 
1943, with other governmental costs, 
excluding debt retirement, to bring the 


e 


COMPARATIVE DATA FOR RAIL AND RIVER TRANSPORTATION 


Miles 

Rail River 
284 
921 
709 
279 
585 
266 
355 


Between 

Chicago and St. Louis 

Chicago and New Orleans .... 
St. Louis and New Orleans .... 
St. Louis and Kansas City .... 
St. Louis and Minneapolis .... 
Birmingham and Mobile 
Birmingham and New Orleans . 


Days in Transit 
Rivers 
Rail Downstream Upstream Service* 


359 4 a 2 
1,512 2 
1,153 
359 
659 
419 
579 


19 
15 


11 


1 Figures are for weekly trips each way by Federal Barge Lines. Railways have daily serv- 


ice or daily except Sunday. 
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total to $58,927,992,300. He also rec- 
ommended new taxes to furnish $7,- 
000,000,000, double those for the fiscal 
year 1942, and forecast that the na- 
tional debt at the end of 1943 will be 
$110,421,039,000. 

To wage this war with its far-flung 
and widely separated theaters of action 
will require not only a large Army and 
Navy for battles and replacements, but 
also many others to make supplies for 
our civilian population as well as for 
the armies and civilians of our allies 
who lack our productive capacity. 

Various estimates have been made 
as to the ultimate size of the Army we 
shall need, ranging from 6,000,000 to 
8,000,000 men, and estimates by ex- 
perts have placed the figure at 10,000,- 
000. In World War I five men were 
required to furnish munitions and sup- 
plies for each man in the fighting force; 
today, with the radical and complicated 
changes in material, that number has 
been placed as high as eighteen. What- 
ever it may be it is clear that it will re- 
quire a large number. 


ie January, 1942, the President au- 
thorized an increase of the Army 
from 1,500,000 to 3,600,000 and Sec- 
retary Stimson said that plans have 
been made for a larger expansion in 
1943. At the same time the director of 
selective service said we must deter- 
mine the number of men and women 
needed to bring victory, including those 
in war industries, production of food, 
and all who are “maintaining the struc- 
ture of society.” He also said that no 
definite figures could be given for this, 
but that a rough estimate would be 
about half the population. 

If the Army and the workers to sup- 
ply it with essential goods were the 
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only factors to regard, the task would 
not be so great, but the needs of the 
“men behind the men behind the guns” 
together with their families must be 
met. Like those in defense industries 
they must be clothed, housed, fed, and 
enabled to maintain their health if na- 
tional morale is to be preserved. Both 
classes must forego some of their 
recreations, but these should not be 
abridged too much. 

The value of recreation in times 
such as these was stressed by the Pres- 
ident in reply to a letter from Kenesaw 
M. Landis, the “czar” of professional 
baseball. Speaking for himself only, 
the President suggested that the game 
should continue, pointing out that the 
need of recreation will be so great that 
he hoped the night-game program 
might be extended. He declared base- 
ball to be a defense asset, even if its 
standard might be lowered temporarily 
by the induction of some of its stars 
into the armed forces. 


N support of that statement he said: 
“Everybody will be working longer 
hours and harder than ever before and 
that means they ought to have a chance 
for recreation and for taking their 
minds off their work even more than 
before,” and concluded with the logi- 
cal statement that if five or six thou- 
sand players could furnish recreation 
for at least twenty million people the 
game is thoroughly worth while. 
While some plants for war goods 
have adopted three 8-hour shifts per 
day, it will require a large increase in 
workers to make it all inclusive, as 
seems necessary if we are to obtain our 
objective. This will further deplete the 
number necessary for the maintenance 
of the young, the aged, and the other- 
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Factors Relative to Study of River Transportation 


“ MPORTANT factors in a study of river transportation are construc- 
tion costs, annual expense of maintenance, operation of locks on 
canalized rivers, character and volume of procurable tonnage and time in 
transit. In these the rivers fall far below railways serving common points 
as shown in data compiled from the annual reports of the Interstate Com- 
merce Commission and the Chief of Engineers of the United States 


Army. 


+9 





wise unavailable for Army service or 
the output of essential Army supplies. 

In order to obtain full utilization 
of labor and tools it has been suggested 
that the three daily shifts plan be ex- 
panded to a 7-day week at all plants 
making war materials. In an emergen- 
cy expected to last only a short time 
the plan has much to commend it, but 
it has its limitations as pointed out by 
Dr. Andrew C. Ivy, professor of physi- 
ology at Northwestern University, in 
an address before the Congress of In- 
dustrial Health sponsored by the Amer- 
ican Medical Association. He said that 
Great Britain had reported that when 
the men are worked from seventy to 
eighty hours in 7-day weeks the indi- 
vidual production decreases, although 
the average workman may expend only 
a small part of his potential energy 
and that this may be because of “stale- 
ness,” a complex phenomenon which 
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cannot be attributed solely to a decline 
in incentive and “feeling tone.” 


H®= also said that sociological and 
psychological factors cannot be 
eliminated from any man’s work and 
that we cannot win the war by work 
alone, “since work demands rest, good 
food, wholesome recreation, and phys- 
ical and mental fitness required for 
sustained effort and output,” and that 
it is the province of those responsible 
for the maintenance of industrial 
health to increase and conserve the 
physical fitness of the worker. 
Recognizing the gravity of Dr. 
Ivy’s statements, it is reported that 
American representatives of labor and 
management are studying plans to gain 
the benefits of the 3-shift, 7-day work 
week by staggering the production pro- 
gram to prevent undue exhaustion of 
the workers. 
MAY 21, 1942 
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In a study made public by the Brook- 
ings Institution on December 28, 1941, 
it was asserted that the 1942 budget 
could have been reduced by $2,085,- 
000,000 by the elimination of various 
nondefense activities without curtail- 
ing essential armament and social serv- 
ices and said that a saving of $350,- 
000,000 could have been made in the 
costs of flood control, rivers and har- 
bors, and other waterway projects, and 
a further reduction of $625,000,000 
in aids to agriculture, a total of $975,- 
000,000 for the two accounts. 


HILE the study was based on the 

1942 budget, our past experi- 
ence in waterway costs indicates that 
the same curtailment for them in the 
fiscal year would do no harm and could 
well be made, while the rise of farm 
product prices to parity would justify 
the proposed decrease for that item. 

It is true that the saving of $975,- 
000,000 is only a trifle more than 1.6 
per cent of the total budget, but that 
amount is important in any language 


and is especially so when every dollar 
should be used in national defense. 

The views of the institution on our 
present situation are well expressed in 
the following paragraphs quoted from 
the study: 


The government can set an example for 
the people in this critical hour by practicing 
the rigid economies which the national situ- 
ation imperatively requires. Although non- 
essential private construction which is al- 
ready under way is being abandoned so that 
men and materials will be available for the 
war effort, much Federal nondefense con- 
struction is still proceeding. 

Government expenditures for nonessential 
activities should not be permitted to compete 
with the government’s war program any 
more than private expenditures for nones- 
sential purposes should be allowed to do so, 

To carry out a systematic program of 
retrenchment in nondefense expenditures to 
obtain maximum reductions with minimum 
disturbances to economic life will require 
continuous Congress scrutiny. 


In the emergency now facing us we 
must concentrate on ways to overcome 
it. Otherwise we shall emulate the 
mythical patriot who, when the tocsin 
sounded, strapped on his_ sword, 
mounted his trusty steed, and rode off 
in all directions. 








Call Rivers on Phone 


| ise remote places in the Tennessee valley, the water control divi- 
sion of the TVA receives reports of rainfall and river stages by 


automatic radio or telephone. 


To ascertain river depths automatically, a well is built in a stream. 
In the well is placed a float which is attached to a drum. As the float 
changes its position, the drum is turned, thereby changing the reading 
on a gauge which is attached to a “keyer” which sends a dot-dash mes- 
sage via telephone at appointed times. 

All the engineer has to do is “call up” the river. 
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War Hastens Efforts to Merge 
Telegraph Companies 


Provisions of the McFarland-White bill to author- 

ize consolidation under conditions which would 

protect the public from the evils of unregulated 

monopoly, avoid widespread employee dismissals, 

insure good service, and allow an adequate return 
to the consolidated company. 


By ANDREW BARNES 


ONGRESS, within the next two 
C weeks, will begin its final study 
of legislation authorizing the 
merger of telegraph companies, more 
specifically the Western Union and 
Postal Telegraph systems. 

The luxury of unbridled competition 
in peace time has proven a perplexing 
problem since Pearl Harbor. The de- 
fense agencies, Congress, and the War 
and Navy departments are ready to 
proceed with the merger in order to 
assure maintenance of vital communi- 
cations facilities. 

After a 3-year study of the com- 
munications industry, the Senate Com- 
mittee on Interstate Commerce last Oc- 
tober submitted to Congress a report 
urging the necessity of immediate leg- 
islation to authorize the merger of the 
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Western Union and Postal Telegraph 
systems. The months since then have 
been utilized in writing and several 
times rewriting a bill acceptable to the 
government agencies, to the Congress, 
to the labor organizations holding 
wage and hour contracts with the com- 
panies, and to the War and Navy de- 
partments. 

According to the Senate committee’s 
study, Postal Telegraph obtained fi- 
nancial assistance of $5,000,000 from 
the Reconstruction Finance Corpora- 
tion, plus additional borrowing author- 
ity of $1,500,000. 

The $5,000,000 was virtually ex- 
hausted at the time the Senate com- 
mittee completed its studies and drafted 
its report. Since then, the Postal sys- 
tem has drawn approximately $750,- 
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000 of its additional borrowing author- 
ity, and is left with operating deficits 
and only $750,000 more to finance its 
operations. 


Speer at the present rate of 
operations, that money will be 
exhausted, and Postal Telegraph will 
face the necessity of obtaining addi- 
tional government money, or ceasing 
its operations. In normal times, this 
would be a serious economic blow, for 
Postal in 1941 operated 4,090 offices, 
compared with 19,090 for Western 
Union, handled 14.7 per cent of the 
domestic revenues of telegraph car- 
riers, and employed 14,000 persons. 
Western Union and the Bell system 
(the TWX leased wire service) did a 
larger volume of business, in the order 
named. 

But while a cessation of the opera- 
tions of a telegraph carrier present in 
peace time a serious economic problem, 
in war time such an occurrence would 
amount to a severe impact upon the 
national military effort. The War and 
Navy departments, the War Produc- 
tion Board, and every government 
agency have found it necessary to 
double and redouble their volume of 
telegraphic communications to speed 
the war effort. 

Accordingly, the economic posi- 
tion of one or more of the telegraphic 
carriers has assumed an importance 
far greater than when the Senate com- 
mittee rendered its report. 

For this reason, the Defense Com- 
munications Board, the military agen- 
cies, have advised congressional lead- 
ers that it is essential to proceed im- 
mediately with legislation authorizing 
a telegraph merger—with proper safe- 
guards. 
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CTING in accord with this advice, 
Senator Ernest W. McFarland 
of Arizona and Senator Wallace H. 
White, Jr., of Maine, who collaborated 
in drafting the Interstate Commerce 
Committee’s October report, have 
drafted and introduced legislation to 
authorize the telegraph merger. Similar 
legislation is to be introduced immedi- 
ately in the House, and both committees 
on interstate commerce expect to pro- 
ceed rapidly with their hearings in or- 
der that the legislation may be con- 
sidered by Congress within a month to 
six weeks. 

The McFarland-White bill sets the 
pattern for merger under the direction 
of the Federal Communications Com- 
mission, and is expected to be speedily 
approved in the Senate. Several fea- 
tures of this bill should be understood 
by the telegraphic companies, and the 
philosophy underlying the legislation 
should likewise be a matter of under- 
standing before the bill is finally en- 
acted. In general, the bill squares with 
the recommendations of the Commerce 
Committee, but the important features 


are: 
I No domestic carrier shall merge 

* with any international telegraph 
carrier, nor shall an international car- 
rier absorb a domestic concern. The 
domestic carriers may merge, and also 
the international carriers, but there will 
be no intermixing of functions in the 
coming consolidations under authority 
of the act. 

The reasons for this, as explained by 
advocates of these provisions, are sim- 
ple. A merger of telegraphic communi- 
cations will, by its very nature, create 
a form of at least quasi monopoly, 
which must be subject to regulation 
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Financial Assistance for Postal Telegraph 


“ _. Postal Telegraph obtained financial assistance of $5,000,000 from 

the Reconstruction Finance Corporation, plus additional borrowing au- 

thority of $1,500,000. The $5,000,000 was virtually exhausted at the 

time the Senate committee completed its studies and drafted its report. 

Since then, the Postal system has drawn approximately $750,000 of its 

additional borrowing authority, and is left with operating deficits and 
only $750,000 more to finance its operations.” 





of its rates, its expansions of facilities, 
and its other economic relations. In 
order to accomplish this regulation, the 
concern must be subject to the laws of 
the United States, and the orders of 
U. S. regulatory agencies, and to ac- 
complish this objective the company or 
companies must be divested of inter- 
national character. Indeed, the McFar- 
land-White bill requires that any merg- 
er of domestic carriers shall “provide 
for the divestment by the consolidated 
domestic carrier of the international 
telegraph operations theretofore car- 
ried on by any party to the consolida- 
tion and merger. . .” (Section 222.) 


- THE Communications Commis- 

sion shall withhold its approval 
of merger if the consolidation would 
result in alien control, directly or in- 
directly, of more than one-fifth of the 
capital stock of the merged carrier. 
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This applies also to control by foreign 
governments, their representatives, 
corporations. This wise provision 
(§ 222) is intended to supplement and 
reinforce the section prohibiting inter- 
national connections of the merged 
companies. 


3 WHEN a merger is accomplished, 
e the consolidated carrier shall 
“distribute” its business to internation- 
al carriers—that is, messages destined 
for points outside the United States— 
“in the same proportion” in which the 
international companies received mes- 
sages during the year preceding con- 
solidation. The bill makes a provision 
for the readjustment of this strict ratio, 
in event that there is a combination of 
international carriers, along with the 
consolidation of domestic telegraph 
companies. These provisions are also 
required of the distribution of inter- 
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national carriers’ messages to domestic 
companies for delivery within the 
United States. 

The intention of these provisions is 
plainly to assure that out of no com- 
bination of domestic or international 
carriers will come an economic policy 
intended to “squeeze” a concern, with- 
draw its business, and force it into 
consolidation or merger. 


4 Strict safeguards of employees 
¢ of the various carriers are set up 
in the bill. “All employees” of a merged 
carrier who have worked for the com- 
pany for the five years immediately 
preceding the consolidation are guar- 
anteed continued employment at the 
regular rate of pay. The character of 
work may not be changed by the new 
company without the consent of the 
employee. In the case of those who 
have been employed less than five years, 
the class of work may be changed, but 
the rate of pay may not be reduced be- 
low the amount the employee was re- 
ceiving at the time of the merger. 

Employees who may not be covered 
by the employment security provisions 
of the McFarland-White bill, and who 
may be discharged by the consolidated 
carrier, will receive liberal severance 
payments “in cash” amounting to four 
weeks’ actual salary multiplied by the 
number of years of service in the com- 
pany, but in no event less than salary 
received in the four weeks’ period pre- 
ceding discharge. 

These provisions, intended to meet 
the objections of organized labor to 
any merger of the companies, are lib- 
eral in the extreme, predicated upon 
the presumption that there will be few 
actual dismissals and those not of the 
higher type, more skilled employee who 
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could readily obtain other employment, 
Another provision of the bill requires 
the consolidated concern to pay the 
traveling expenses and costs of trans- 
ferred employees and their families, 
plus at least two months’ pay equal to 
the compensation current at the time 
of merger. Employees’ pensions, health 
benefits, disability allowances, and in- 
surance are fully protected under the 
bill, and the commission is directed to 
require that any consolidation agree- 
ments include a guaranty of these pay- 
ments. 


FURTHER to meet the arguments 

¢ of organized labor, the McFar- 
land-White bill includes provisions di- 
recting the National Labor Relations 
Board to hold a collective bargaining 
election among employees of the con- 
solidated companies, and extends to 
the employees all the guaranties and 
protection of the Labor Relations Act. 


UNDER current statutes, the tele- 
¢ graph companies are required to 
handle government messages at 60 per 
cent of the regular commercial rate. 
Therefore, while the volume of tele- 
graph traffic has increased tremendous- 
ly since December 7, 1941 (no precise 
statistics have yet been formulated), 
this expansion of traffic is traceable 
(1) to national defense communica- 
tions carried at the 60 per cent rate, 
(2) to press communications handled 
at a reduced rate, (3) to the messages 
of general government agencies which 
enjoy the 60 per cent preferential 
charge. 

In discussing this problem in its re- 
port, the committee recognized that 
“there exists no sufficient economic 
justification for the discrimination in 
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telegraph rates between government 
messages and other users of the tele- 
graph. It believes that the telegraph 
industry is entitled to the same con- 
sideration given its principal competi- 
tor, the telephone, which is paid full 
rate for government business. This 
disadvantage adversely affects the car- 
riers least able financially to bear the 
burden.” 

Accordingly, the McFarland-White 
bill contains a section providing that 
“no telegraph company shall, by reason 
of any benefit received under any other 
provision of law, be required to trans- 
mit such (government) telegrams at 
rates less than those applicable to other 
classes of telegrams.” This proviso 
would eliminate the preferential gov- 
ernment rate, and the same section of 
the bill would require that the govern- 
ment messages, however, be given 
“priority over all other business.” 


I the main, the McFarland-White 
bill is a reasoned attempt to author- 
ize telegraphic mergers under such con- 
ditions as would avoid unregulated 
monopoly, prevent widespread em- 
ployee dismissals, insure maintenance 
of service, and assure the consolidated 


company of a fair and adequate return 
on its volume of traffic. Its sponsors 
do not claim for it perfection, and ex- 
pect that it will be revised to meet the 
requirements which are expected to de- 
velop from hearings on the specific leg- 
islation. 

The sponsors of the bill hope that 
the hearings can be completed within 
a few weeks. Because telegraphic com- 
munications have become a matter vital 
to national defense, they are now dis- 
posed to waste no time in bringing the 
legislation into final form for enact- 
ment. 

While minor revisions may be ex- 
pected, the indications are that the main 
features of the McFarland-White bill 
will be retained, as outlined above. It 
is now vitally essential, the govern- 
ment believes, to take some steps to- 
ward stabilizing the telegraphic indus- 
try, not only for the duration, but for 
the years afterward. 

This bill does not mean that there 
will be no competition in communica- 
tions. The telephone, air mail, possibly 
the Bell’s TWX and leased wire tele- 
printer service, will remain as com- 
petitive agents in the communications 
field. 





Tire Rationing Leads to New Entertainment 


o celebrate their birthdays recently, Jean Miller and John 

Hastings, of St. Paul, Minnesota, hired a street car. Miss 
Miller, eighteen years of age, and Hastings, seventeen, invited 
twenty-two young people to their party aboard the car, which 
traveled along downtown streets for three hours. Several ama- 
teur musicians and a phonograph supplied music for dancing. 
Refreshments were served on card tables. Everybody had a 
good time, including startled pedestrians who watched the car 
move slowly through the business district. The rental fee for 


the car was $10. 
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THE MAIL BAG 


The So-called “Pork Barrel” 


EAR after year the opponents of river and 
Ghee legislation try to kill it by derision. 
“Pork barrel,” they say; meaning that the 
bill carries appropriations for projects with- 
out merit except political. The astounding 
thing is that so many believe it, despite the 
fact that river and harbor legislation is en- 
tirely free from pork, by reason of the method 
of its adoption and enactment, and has been 
so for a generation. 

In the first place, Congress does not appro- 
priate for particular projects. It appropriates 
lump sums to be spent by the Secretary of 
War at his selection (and that means at the 
selection of the Chief of Engineers, USA) 
from a list of approved projects. And what 
are these approved projects? 

They are projects that have been certified 
economically sound after long study by the 
Corps of Engineers, USA, made first by 
the District Officer, reviewed by his superior, 
the Division Engineer; then by the Board of 
Engineers for Rivers and Harbors, and fi- 
nally by the Chief of Engineers. No part of 


the study is perfunctory. Many projects are re- 
jected. 

Having passed that test, they go to the River 
and Harbor Committee of the House, and if 
approved by them they are incorporated in 
the River and Harbor authorization bill, which 
carries no money. 

When the bill becomes law they become ap- 
proved projects, to which the Secretary of 
War may allot funds when made available 
by Congress. 

There is no form of government expendi- 
ture subjected to closer scrutiny as to its 
worth. Not to use too strong a word, labeling 
- legislation Pork Barrel is unscrupulous. 

To do so is to impugn the integrity of the 
Corps of Engineers and its Chief, the integ- 
rity of the River and Harbor Committee, and 
the members of the House and Senate. 

America has the greatest potential inland 
and intracoastal waterway system on earth; 
development and expansion are making it a 
priceless national asset, producing benefits and 
economies for all the people. 

—Durwarp H. Primrose, 
Editor, Marine Journal. 





The Good Old Days 


als I look upon Bonneville dam today [September 28, 
1937], I cannot help the thought that instead of spend- 
ing, as some nations do, half their national income in piling up 
armaments and more armaments for purposes of war, we in 
America are wiser in using our wealth on projects like this 
which will give us more wealth, better living, and greater happi- 


ness for our children.” 


—FRANKLIN D. ROOSEVELT 
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Wire and Wireless 
Communication 


Gerry James L. Fly of the Fed- 
eral Communications Commission 
said recently that any move by the 
American Telephone and Telegraph 
Company to increase rates to maintain 
its customary $9 a share dividend is a 
matter to which “Congress may well 
want to give its serious consideration.” 

Mr. Fly read a statement to AT&T 
stockholders by President Walter S. 
Gifford in which Mr. Gifford said in- 
creased war taxes might make it neces- 
sary for the company to ask increased 
rates. “The $9 dividend has been earned 
for many years and paid every year 
even throughout the great depression,” 
Mr. Fly told a press conference. “But 
that the $9 dividend be earned as well as 
paid in this year of our greatest national 
need can hardly be deemed a military 
necessity.” He stated: 


That the people of this country may be 
asked at this time to shoulder this burden of 
many millions of dollars of added telephone 
charges throughout the nation is a matter 
to which Congress may well want to give 
its serious consideration. 


Mr. Fly said that the telephone system 
was “one of the most essential of war 
industries” and that it must be main- 
tained in a healthy and efficient condi- 
tion, but added: 


If this great issue as to the imposition of 
an unnecessary large burden is to be placed 
on the American people at a time like this, 
then it must follow that the legislative and 
administrative bodies will want promptly to 
consider the establishment of such controls 
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as will adequately protect the national pub- 
lic interest. 

Indeed, at this juncture our telephone sys- 
tem as a whole is a matter of national con- 
cern and the greatest need indicated may 
well be a national want. 


fe response to questioning, Mr. Fly 
said he did not believe nationaliza- 
tion of the telephone system was essen- 
tial, and added he had no reason to “an- 
ticipate action by the telephone company 
to require nationalization.” He pointed 
out, however, that a Bell (AT&T) sys- 
tem in Iowa, where there is no state reg- 
ulatory system, had already proposed 
higher rates, and asserted that such 
actions did not help the company. 

In Iowa, the AT&T associated com- 
pany is the Northwestern Bell Telephone 
Company, which operates not only in 
that state but in Nebraska, Minnesota, 
North Dakota, and South Dakota as 
well. Higher rates in Iowa, which has 
no state rate regulation, did not take 
place until after the regulatory commis- 
sion in South Dakota had authorized in- 
creased charges. An application for a 
rate increase is pending in North Dakota. 
In Nebraska independent telephone 
companies were permitted to lift rates. 

Telephone officials said, according to 
The Wall Street Journal, that the request 
of Northwestern Bell Telephone for 
higher revenues had nothing to do with 
the war but had been prompted by a 
relatively unsatisfactory earnings record 
of telephone companies operating in the 
territory. 
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Mayor John MacVicar of Des Moines 
on April 26th received from the Federal 
government another letter saying that 
the city council’s protests against tele- 
phone rate increases had been referred 
to another agency. 

Dan A. West, director of the consumer 
division of the Office of Price Adminis- 
tration, wrote that Leon Henderson, 
price administrator, had referred the 
matter to him. He said a number of pro- 
testing letters and telegrams had been 
received by the OPA. 

However, West added, the 1942 
emergency price control law specifically 
exempts utilities from OPA regulation. 
Therefore, he wrote, the matter had 
been referred to the Federal Communi- 
cations Commission, which is investigat- 
ing and will report soon. 

MacVicar had previously received a 
letter from Donald Nelson, head of the 
War Production Board, saying that the 
protest had been referred to Henderson. 


HE town of Nashua, Iowa, sought 

the use of records of the Federal 
Communications Commission and con- 
gressional reports on the Northwestern 
Bell Telephone Company in the town’s 
suit to enjoin the concern from increas- 
ing phone rates 15 per cent. 

The Cedar Rapids city council recent- 
ly approved a resolution asking Con- 
gress to place telephone rates under the 
price control administration. 

A. E. Augustine, state senator, spoke 
against the rate increase at a mass meet- 
ing at Oskaloosa last month. Augustine 
said: 

I notice these indignation meetings are be- 
ing held a great many places throughout the 
state of Iowa. It is difficult for any one 
community to do very much about it. I am 


amazed at the apparent inactivity of the 
state administration to take proper action. 


Two resolutions were passed at the 
mass meeting. One asked that a special 
session of the state legislature be called 
to pass “necessary legislation to regulate 
telephone rates and telephone companies 
doing business within the state.” The 
second asked that the governor direct the 
attorney general “to enjoin the enforce- 
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ment of increased telephone rates until a 
special session of the legislature is 
called.” 

Declaring the “increase is not justified 
at this time,’ Governor George A. Wil- 
son last month asked Attorney General 
John M. Rankin to investigate the 15 per 
cent Iowa telephone rate boost ordered 
by Northwestern Bell. Rankin said he 
would look into the matter at once. 
N his press conference, mentioned 

above, on April 27th, following his 
formal statement, the following interest- 


ing questions were answered by Chair- 
man Fly of the FCC: 


QUESTIONER: Do you think the telephone 
system might have to be nationalized? 

CHAIRMAN: I don’t think that the nation- 
alization of the telephone system is essential, 
and I certainly have in mind no serious 
thought along that line. Nor do I have any 
reason to anticipate any such attitude on the 
part of the company that would require any- 
thing from that point of view. It has al- 
ways been my own basic attitude in the 
whole field of communications that private 
interests under proper regulation, cooperat- 
ing with the government, can do a better job 
than the government can do and [ see no 
adequate reason to change my opinion on 
that principle. 

QUESTIONER: You are referring to the 
possibility that those increased rates might 
bring stricter control ? 

CHAIRMAN: Yes, and it may be a national 
problem. After all, your supply of sugar 
and gasoline are national problems today be- 
cause they have their essential parts in the 
war economy. 

QUESTIONER: What present control do 
you have over rates—just interstate? 

CHAIRMAN: I would rather not try to 
delineate that—I wouldn’t want to endeavor 
to state in full. Generally speaking, we pres- 
ently control all interstate rates. 

QUESTIONER: You have no way of going 
in and overruling a state commission as 
ICC can do? 

CHAIRMAN: No. We do have a statutory 
scheme where the problems are of mutual 
concern and dovetail together. 

QUESTIONER: You have no way of going 
in and controlling them? 

CHAIRMAN: In the first place, Northwest- 
ern Bell picked out the points that were 
away from the border and hiked the rates 
in these interior points. The commission ex- 
amined the structure and was about to take 
some action on some of these points which 
appeared to raise the question of Federal 
jurisdiction, and by that time the company 
came in again and cut out those points, so 
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that the points where rates were presently 
raised did not include those original points. 

QUESTIONER: Are you opposed to all in- 
creases? 

CHAIRMAN: I would rather not make any 
statement on that. I wouldn’t want to pre- 
judge such a question. Here’s a serious 
problem and it should not go by default. 
There should be some effective way to meet 
and deal with the problem. 


* * #* 


RESIDENT Roosevelt approves the 

principle of a merger of the Postal 
and Western Union telegraph systems, 
Jesse Jones, Secretary of Commerce, 
said on April 24th in an appearance be- 
fore the Senate’s subcommittee on inter- 
state commerce, which was considering 
a bill which would make the merger pos- 
sible. Mr. Jones continued: 

I talked this matter over with the Presi- 
dent, and he authorized me to tell you that, 
although he is not familiar with the par- 
ticulars of the bill, its general objective has 
his approval. 

He also asked me to suggest to you that 
provision be made in the bill to permit post 
offices throughout the country to rent space 
in their buildings and permit the merged 
company to set up a desk and instruments to 
handle telegraph business there where such 
a move would serve the public convenience. 
He pointed out that there are thousands of 
small towns in the country where it would 
be an economy to the government and a con- 
venience to the public to have telegraphic 
facilities available in the post office. 


Mr. Jones added that the President 
also was anxious that proper provision 
be made in the bill to take care of dis- 
placed employees. 

Like the President, the witness said, 
he was familiar only with the general 
terms of the measure, but was heartily 
in accord with its objectives. He recalled 
that the Reconstruction Finance Cor- 
poration had lent a total of $6,500,000 
to Postal Telegraph in order to keep that 
agency operating and its workers em- 
ployed in recent years. The loans, all 
properly secured, he said, were made to 
keep the company going until legislation 
permitting the merger could be enacted. 

Mr. Jones said that expedition in the 
passage of the bill is desirable, since the 
Postal now is losing several hundred 
thousand dollars a month. He added: 
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It seems obvious that if a company of 
that kind cannot make money in times like 
these that its situation is pretty hopeless. 

Some people have said that to merge the 
two companies is to create a monopoly. But 
I don’t believe so at all. The radio, the tele- 
phone, and even the air mail are competitive 
with telegraph companies. In addition the 
government regulation of .telegraph rates 
gives us an excellent safeguard against any 
profiteering in such rates. 


| gence General Frank A. Stoner, 
representing the War. Department, 
told the subcommittee that the Army 
favors consolidation of the two com- 
panies without delay. Such a consolida- 
tion, he said, would remove the duplica- 
tion of effort between them and would 
make available large quantities of equip- 
ment and of crucial materials now used 
in the parallel services of the companies. 

Federal Communications Commis- 
sioner Clifford Durr has urged the Sen- 
ate Interstate Commerce Committee to 
approve the telegraph merger bill. He 
said that both the FCC and Defense 
Communications Board favor legisla- 
tion. Durr declared Postal lost $3,000,- 
000 in 1941 and may lose $5,400,000 this 
year. He said: 

It is generally recognized that without a 
loan of $5,650,000 from the Reconstruction 
Finance Corporation, the company could not 
continue business. The prospect of the com- 
pany having to default on the loan is ob- 
vious. Unless something is done the com- 
pany may not be kept together as a going 
telegraph business. 


x“ ck we « 


EARING on charges of the Utah Pub- 

lic Service Commission that intra- 

state telephone toll rates of the Mountain 

States Telephone & Telegraph Company 

in Utah are discriminatory, as compared 

with interstate rates for comparable dis- 

tances, opened before the commission 
last month. 

Before proceeding with the hearing of 
testimony, the commission overruled a 
motion of the company that the case be 
postponed until after the war on the 
ground that its technical men are taxed 
to the limit in complying with demands 
made by the emergency. 

Also overruled was an objection to 
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commissioners hearing testimony on 
charges which they brought against the 
company. It was pointed out that Utah 
law provides for such procedure by the 
commission. 

Testimony for the state was given 
by Eugene H. Merrill of Washington, 
D. C., principal communications engi- 
neer, communications branch, War Pro- 
duction Board, and for nearly six years 
chief engineer of the Utah commission ; 
and Theodore E. Thain, chief ac- 
countant for the commission. 


* * * * 


ILLIAM H. Bauer, attorney for the 

Federal Communications Com- 
mission, on April 28th charged that the 
Bell Telephone system and its parent 
company, the American Telephone and 
Telegraph Company, have sought to 
monopolize the communications field 
through patents. 

Bauer told the Senate Patents Com- 
mittee that the Bell system started from 
two original patents, and has grown to 
a “structure involving the ownership of 
more than 9,000 patents and rights under 
an even greater number of patents owned 
by others.” 

The committee is studying legislation 
to establish a licensing system for all 
patents needed in the war effort. 

Bauer said the Radio Corporation of 
America is in a “very dominant position” 
in the radio communications field be- 
cause of its restrictive patent licensing 
policy and through patent agreements 
with companies in Japan, Germany, 
Italy, Australia, England, France, Hol- 
land, Hungary, Russia, “and others.” 


* * * x 


i a ruling which the Justice Depart- 
ment said would further its counter- 
espionage activities, the U. S. Supreme 
Court on April 27th held that the use of 
a mechanical device for overhearing 
telephone conversations was legal. 

The 1934 Federal Communications 
Act outlaws wire tapping but the court 
said that this protection covered “the 
means of communication” and not “the 
secrecy of the conversation itself.” Thus 


the court upheld the use of a device 
called a detectaphone which, from an- 
other room, can pick up the conversation 
when a man speaks into a telephone. 

In another decision on the same sub- 
ject, the court held that testimony pro- 
cured through actual wire tapping could 
be used in court if the defendant were 
not a party to the intercepted message. 

Justice Roberts delivered both opin- 
ions. 

ee + * 


} —— rates, if within the range of 

reasonableness, should be “frozen” 
so long as there is a ceiling on the prices 
of other human necessities, according to 
the Wisconsin Public Service Commis- 
sion. ‘ 

The commission took this position in 
denying an application of the Wisconsin 
Telephone Company to increase tele- 
phone rates in Madison. In its opinion 
the commission made the following 
statement: 

We do not look with favor upon proposals 
to increase utility rates at this time. There 
may be instances where some increases are 
necessary in order to insure the financial 
ability of the utility to continue in the rendi- 
tion of service. But rates should not be in- 
creased solely because the management may 
consider that its return is less than it is en- 
titled to ask in normal times. ; 

These are times of emergency. Drastic and 
far-reaching regulations and_ restrictions 
upon the ordinary course of business and 
economic activities of all kinds are being im- 
posed. Such restrictions should be accepted 
with the willingness and loyalty which the 
necessity for them demands. 

Public utilities in the present emergency 
should be treated in the same spirit as an 
individual or corporation engaged in any 
other business. 


The scarcity of materials and restric- 
tions imposed by the War Production 
Board were cited by the commission as 
sufficient reason for rejecting the com- 
pany’s proposal to include rates for meas- 
ured service. It would be impossible at 
this time, the commission said, to obtain 
the equipment needed to make such a 
change effective. The commission also de- 
nied a petition filed by subscribers in 
areas adjacent to Madison to be included 
in the base rate area. 
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Financial News 


and 
Comment 


By OWEN ELY 


“How to Estimate the New 
Taxes” 


es new tax bill passed by Congress 
seems to add to the complexities of 
income tax calculation, until the problem 
of figuring corporation taxes has become 
a highly specialized occupation for ac- 
countants and lawyers. However, many 
executives and statisticians outside the 
professional ranks are interested in the 
problem because of its importance to the 
security markets. Estimating the new 
taxes, based on the various Washington 
proposals, has become a popular pastime 
in Wall Street—and a profitable one, 
also, judging from the recent gains of 
25-30 per cent in some utility prices 
when the favorable implications of the 
recent House committee’s proposals 
were suddenly realized. 

Following are the corporation tax 
rates recently under discussion: 


Normal Excess 
Plus Surtax Profits Tax 
1941 rates 


31% 60% 
Morgenthau proposal 
March 3rd 55 75 
House committee vote 
May Ist 40 94 
However, the committee introduced a 
complication by reducing the excess 


profits credit in the capital method of 
calculating excess profits taxes. 

Utilities which paid a heavy excess 
profits tax last year, in relation to the 
amount of their income tax, will be 
rather badly hurt by the decrease in the 
credit and the 57 per cent increase in the 
excess profits rate (although choice of 
the average earnings base might afford 
some relief). 

On the other hand, companies like 
Consolidated Edison, which last year 
avoided paying any excess profits taxes, 
benefit considerably by the smaller in- 
come tax rate (as compared with the 
Morgenthau program). 


hes formula on page 692 may be 
of some service to those who wish 
to attempt adjusting 1941 calendar year 


earnings to the new tax basis. (It is 
designed to obtain approximate results 
for larger corporations.) Some prelimi- 
nary estimates of the effects of the new 
taxes are shown below. 

Estimates for holding company securi- 
ties are not yet generally available, ex- 
cept on a consolidated basis, since parent 
company figures have not yet been pub- 
lished in detail for 1941. To study tax 
effects on a holding company security it 
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American Tel. & Tel. .......... 

Consolidated Edison 
ommonwealth Edison 

Detroit Edison 


1941 
Earnings 
Per Share 
$10.01 

2.00 

2.10 

1.96 
691 


1941 Earnings Adjusted to— 
Morgenthau House Committee 
Proposal Proposal 


$7.75 

1.60 

1.70 

1.25 
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FORMULA FOR ADJUSTING 1941 EARNINGS TO PROPOSED NEW TAXES 
(HOUSE COMMITTEE) 


. Net income 1941. 
Excess profits tax. 


. Add 1-2-3 to obtain balance before taxes. 


. Deduct 5 from 4 to find exemption. 


DONA PWN 


Total exemption. 


. Income tax (note any nonrecurring credits). 


. Divide E.P.T. (2) by 60 per cent to show earnings taxed. 


. Divide 6 by 7 per cent to find “invested capital.”* 

. Proposed exemptions—7 per cent on first $10,000,000. 
a). 6 per cent on next F000 000 000. 

5 per cent over $200,000,000. 


. Net earnings subject to E.P.T. (4 minus 8(c)). 


. New E.P.T. (multiply 9 x 94 per cent). 


. If earnings were evidently figured on average earnings 1936-39, increase 1941 E.P.T. by 57 
per cent (rate changes from 60 to 94 per cent). 
. Multiply 8(c) or 4 less 11 by 40 per cent to obtain income tax. 


. Total new taxes (10 or 11 plus 13). 
. Balance after all taxes (4 less 14). 


. Decrease in net (1-15)—compare with amount paid in common dividends 1941. 


*There was an 8 per cent exemption on the first $5,000,000, but this remains under the new law 


and for convenience is ignored. 





is really necessary to “tear the system 
apart”—.e., to analyze the effects on 
each individual operating company in the 
system, then to study the income contri- 
butions which each subsidiary makes to 
the parent company, and adjust each of 
these accordingly. While the following 
figures (compiled by Standard & 
Poor’s) are based on consolidated rather 
than parent earnings, and while the 
Colin Stam proposal differs slightly from 
the House committee’s, the results may 
be of interest for purposes of compari- 
son. (The figures in parentheses indi- 
cate the rates for income and excess 
profits taxes, respectively. ) 


Cities Service Power & Light 
Philadelphia Company 

Columbia Gas & Electric 

Public Service of New Jersey 
North American Company 
American Water Works & Electric 
American Power & Light 
Standard Gas & Electric 


SEC Formulating New Policy on 
Security Purchases? 


tee year certain utility systems were 
prevented from effecting a consid- 
erable amount of refunding due to SEC 
insistence on combining such financing 
with capital simplification, write-offs, 
reduction of debt ratios, etc. It now ap- 
pears as though the commission is pre- 
venting the utilities from taking full ad- 
vantage of the opportunity to repurchase 
senior securities in the open market at 
substantial discounts, even with careful 
restrictions designed to assure equal 
treatment for all security holders. Cases 


Fixed Charge Coverage 
Colin Stam Treasury 
ey _ (50-75) 
18 1.03 


i 53 
1.56 
2.22 
1.94 
Lio 
1.27 

98 


(a) Twelve months’ period ended November 30, 1941. 
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in point (in recent months) are the appli- 
cations of Electric Bond and Share, 
United Corporation, Engineers Public 
Service, and possibly Columbia Gas. 

Without analyzing the details and 
merits of the various cases, it appears 
that the commission may be developing 
some new policy with respect to the ap- 
plication of cash held by holding com- 
panies, available for retirement of senior 
obligations. In any event the manage- 
ment of a holding company apparently 
now has little effective control over the 
use to be made of such cash. 

In justice to security holders, and to 
prevent deterioration in market prices, 
it would seem worth while for the com- 
mission to formulate a more definite 
policy to permit prompt application of 
cash in some manner toward reduction 
of senior obligations. 


¥ 


“How the Utility Revenue 
Dollar Is Spent” 


Fr the accompanying graph we have 


attempted to show what becomes of 
the total annual income received by the 
electric light and power industry. The 
basic data were obtained from Statis- 
tical Bulletin No. 9 of the Edison Elec- 


tric Institute. Since the institute did not 
include complete data for the entire pe- 
riod for gas and miscellaneous services, 
it was necessary to approximate some of 
the percentages. However, since these 
were compiled on the same basis over the 
entire 16-year period, the chart should 
satisfactorily indicate the relative trends 
of the various types of expenditure dur- 
ing that period. 

Figures for 1942 are the same as for 
1941 except that the estimated increase 
in the tax percentage (based on the Mor- 
genthau proposals of March 3rd) has 
been taken out of “dividends and sur- 
plus.” 

It seems unlikely that any further 
worth while reductions ininterest charges 
can be effected this year as an offset to 
tax gains. However, as discussed else- 
where, the recent House committee pro- 
posals appear somewhat less burdensome 
to the industry than Mr. Morgenthau’s 
program. 

The full effects of increasing taxes on 
common dividend payments would have 
been more evident if “dividends and sur- 
plus” had been divided into its three 
components—namely, preferred divi- 
dends, common dividends, and balance 
to surplus. 

Figures do not seem available for the 
whole period covered in the chart, but in 
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1940 were as follows (as tabulated by 
the Federal Power Commission) : 

Net income 

Preferred dividends 


Common dividends 
Balance to surplus 


Pacific Lighting Corporation 


(Sixth article in a series of brief de- 
scriptions of leading natural gas com- 
panies.) 


NE of the oldest, largest, and best 

integrated of the natural gas com- 
panies is Pacific Lighting Corporation. 
The business dates back to 1886, the 
present company having been incor- 
porated in 1907. The balance sheet indi- 
cates total assets of some $225,000,000. 
Through subsidiaries the company sup- 
plies natural gas to 249 municipalities in 
southern California, including the city of 
Los Angeles. Gas is purchased under 
long-term contracts from oil companies 
and other producers located principally 
in the San Joaquin valley, the Los 
Angeles basin, and the coastal area. The 
system maintains three gas manufactur- 
ing plants with a daily capacity of 105,- 
000,000 cubic feet, for stand-by pur- 
poses. The company formerly had some 
electric properties (gross revenues from 
which amounted to about 18 per cent of 
the total), but these were sold to the city 
of Los Angeles in 1937. 


Calendar 
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Pacific Lighting is a holding company 
controlling Southern California Gas 
Company, Southern Counties Gas Com- 
pany of California, and Santa Maria 
Gas Company. Santa Maria, a relatively 
small company, is seeking to merge with 
Southern Counties. 

The company’s earnings have been 
quite steady in the past decade. (See 
accompanying table.) Variations are due 
in part to fluctuating temperatures in 
southern California, where a consider- 
able amount of gas is used for house 
heating. In 1939-40 the company was 
slightly handicapped by weather condi- 
tions, which were considerably warmer 
than average during a substantial part of 
the heating season, but in 1941 condi- 
tions were closer to normal. War pro- 
duction afforded a moderate stimulus in 
1941, sales of gas to industries and for 
pumping purposes increasing about 10 
per cent while other revenues improved 
only about 4 per cent. 

Dividends have been paid on the com- 
mon stock of the present company (and 
its predecessor of similar name) 1n each 
of the past fifty-five years, though 
monthly payments were omitted between 
July, 1893, and August, 1894, because of 
the “great depression.” In 1926 the com- 
pany’s common stock sold as high as 325 
a share, the dividend rate being $16 in 
1926-27. In addition to substantial cash 
dividends paid on the old stock there 
were stock dividends of 10 per cent in 
1922, 80 per cent in 1924, and 900 per 


e 


PACIFIC LIGHTING COMMON STOCK RECORD 


Dividends 
Paid 


Approximate 
Price Range 


31-23 


Earned 
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cent in 1927. Following the latter split- 
up, the dividend has been maintained 
around the $3 level, this rate being equiv- 
alent to nearly $60 a share on the orig- 
inal stock held prior to 1922. In addi- 
tion, valuable subscription rights were 
issued in 1927, 1928, and 1930. 


fe company’s tax burden has been 
somewhat less severe than that of 
some other utilities. No breakdown of 
the tax figure is reported, but the total 
in 1941 was $9,035,038, an increase of 
about 21 per cent over the previous year 
and equivalent to about 19 per cent of 
gross revenues. While lack of data 
makes any forecast difficult, it appears 
likely that increased taxes might cut into 
common stock earnings to some extent 
this year, though increasing gross and a 


possible cut in maintenance and/or de- 
preciation might possibly offset tax in- 
roads and permit continuation of the $3 
dividend rate. In any event dividends of 
at least $2 or $2.50 would seem reason- 
ably assured, in our opinion. 
Capital structure is as follows: 
Per 
Millions Cent 
Subsidiaries’ funded debt .... $47.5 33.4% 
Subsidiaries’ pfd. stock 22.4 15.7 
Parent company funded debt. 5.5 3.8 
Parent company $5 pfd. stock 20.0 14.1 
Parent company common 
stock & surplus (1,608,631 
47.1 33.0 


$142.5 100.0% 


Funded debt was reduced in 1937 by 
over $43,000,000, from proceeds of sale 
of the electric properties. System capi- 
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tal ratios are as follows: funded debt, 
about 37 per cent; preferred stock, 30 
per cent ; and common stock, 33 per cent. 
The fairly high ratio for common stock 
helps to explain the stability of the 
share earnings. 

There do not appear to be any pend- 
ing rate problems, especially as the com- 
pany operates on an intrastate basis and 
is not subject to Federal regulation (ex- 
cept under the Securities Act). Rate 
reductions during 1940-41 totaled $842,- 
000 per annum. 

Cash position at the end of 1941 was 
fair, with current assets slightly in ex- 
cess of current liabilities, which included 
a $1,000,000 bank loan. 

The common stock is currently selling 
around 234 to yield nearly 13 per cent. 


» 


Virginia Public Service 
Company's New Finance Plan 


IRGINIA Public Service Company on 

November 6th filed a plan of reor- 
ganization with the SEC, proposing to 
refund bonded debt, issue new preferred 
stock in exchange for the old with its ar- 
rears, and new common in exchange for 
old (all owned by General Gas & Elec- 
tric). The common stock was to be sold 
for the joint account of the company and 
General Gas; the public offering would 
also include preferred not taken by old 
stockholders. Various bookkeeping 
changes were proposed to rehabilitate 
the balance sheet. The plan apparently 
proved impracticable, possibly because 
of the difficulty of selling the common 
stock, and a new one has recently been 
filed with the commission. 

Under the new plan it is proposed to 
issue $26,000,000 first 32s due 1972, 
$10,500,000 debentures due 1957 (with 
a coupon not over 5 per cent), and $637,- 
541 shares of new common stock. The 
latter would not be sold, however, but 
would be issued to holders of the pres- 
ent preferred and common. In exchange 
for each share of preferred, plus arrears, 
holders of the 7 per cent series would 


receive 7 shares of new common and 
holders of the 6 per cent series 6 shares, 
the total common thus _ exchanged 
amounting to 95 per cent of the new is. 
sue. 

The holder of the common stock 
(General Gas) would receive only 5 per 
cent of the new stock issue. If the plan 
is consummated, General Gas will ap- 
parently become a minority stockholder 
although (since it holds part of the pre- 
ferred) it would have more than a 5 per 
cent interest. 

The commission’s decision may help to 
settle the question whether the 5 per cent 
ratio (for old common) is to be general- 
ly followed in the revamping of holding 
company capital structures. 


¥ 
Ninety-four Per Cent Debt Ratio 


HE SEC is commonly supposed to 
be influencing the utility industry to 
work toward a 50 per cent debt ratio, 
Many refunding operations have had to 
be revamped or abandoned because of 
this high standard. In the case of New 
England Gas & Electric, the SEC has 
indicated its intention to order capital 
revision to effect a 50 per cent ratio. 
There have been quite a few excep- 
tions with respect to enforcement of the 
rule, but a recent case might cause some 
wonder regarding the elasticity of the 
standard. The commission recently ap- 
proved the plan of Ohio Public Service 
Company for the formation of a new 
subsidiary, Ohio River Power Company. 
The new company will borrow $8,000; 
000 from the RFC, and all of its stock 
will be purchased by Ohio Public Serv- 
ice for $500,000. This would apparently 
mean a debt ratio of 94 per cent, with 
common stock of only 6 per cent. Of 
course there are various debt amortiza- 
tion provisions and dividend restrictions. 
Also, the new plant is doubtless needed 
for war work. The SEC has, on the other 
hand, refused to modify some of its 
other policies because of the war emet- 


gency. 
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What Others Think 2m 


State Commissioners Weigh 
Emergency Regulation 


ENATOR Andrews, Democrat of Flor- 
S ida, has introduced a bill (S 2478) 
for the suspension of state laws prescrib- 
ing minimum size and weight limitations 
on common truck carriers. The bill is 
purported to have the endorsement of 
Director Eastman of the ODT. If en- 
acted it would authorize the President 
for a period not exceeding six months 
after the termination of the present war 


,.. through such department, commission, 
board, or other agency or officer of the 
United States as he shall direct or appoint, 
to prescribe such maximum size and weight 
limitations (including loads) for motor 
vehicles and combinations of motor ve- 
hicles, and such regulations with respect to 
the conditions and manner of operation (of 
the same) ... to be applicable with respect 
to particular highways or portions thereof, 
as shall be deemed necessary in order to fa- 
cilitate the prosecution of the war. 


Commenting upon this bill in a bulle- 
tin issued on April 27th through the 
National Association of Railroad and 
Utilities Commissioners, John E. Ben- 
ton, general solicitor and Washington 
representative of that organization, 
stated : 


Without undertaking to appraise the effect 
which the words “regulations with respect 
to the conditions and manner of operation” 
would have should the bill be enacted, we 
direct attention to those words. Whether 
they are designed to enable Federal suspen- 
sion of laws requiring payment of road fees 
for operation we do not know. We do not 
understand, and Director Eastman’s letter 
just referred to does not state, why necessity 
exists for special Federal legislation, and 
why Director Eastman, in the exercise of 
the war power already vested in him by the 
President may not require any necessary op- 
eration without such special legislation. It 
will be observed that, under the provisions 
just quoted from S 2478, the President 
would be specifically authorized by Congress 
to designate the Bureau of Motor Carriers 
of the ICC, or any “other agency,” to exer- 
cise the powers granted. That bureau would 


thereupon, under the quoted authorization, 
be empowered to suspend state laws with- 
out hearing during “the present wars,” how- 
ever long the same may last. The act pro- 
vides only for a supporting report from the 
Public Roads Administration. The state 
commissions, we believe, have no disposition 
to protest any emergency order made by 
Director Eastman, but this proposed bill, 
which opens the way to authorization to the 
Bureau of Motor Carriers, for an indefinite 
number of years, to suspend state laws with- 
out even a hearing is something far more 
startling than the original truck bill. The 
proposal was examined and considered by 
Senators when first proposed by Senator 
Andrews as above stated, and was so em- 
phatically protested that it was withdrawn. 
Till some more convincing need for its pres- 
ent enactment shall be shown than has yet 
been shown, it would seem that continuance 
of the protest should be expected. 


UDGE Benton went on to observe that 
the states are rapidly removing occa- 
sion for emergency Federal regulation 
by voluntarily providing for the relaxa- 
tion of state laws. He pointed out that 
the New Jersey legislature has recently 
enacted a war measure granting the 
board of public utility commissioners of 
that state authority to relieve motor bus 
operators. This act provides that “not- 
withstanding anything to the contrary 
contained” in the various other New 
Jersey statutes bearing on the regulation 
of common carriers, the board is author- 
ized whenever it determines that addi- 
tional transportation is needed to meet 
the emergency, to issue temporary per- 
mits without hearing over such routes, 
between such terminals, and under such 
time schedules, fares, and other operat- 
ing conditions as it may see fit. 

On April 30th Judge Benton wrote a 
letter to the chairman of the various rail- 
road and utility commissions informing 
them that a joint Federal-state confer- 
ence had been scheduled to be held in 
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Washington May 5th to May 7th, to 
consider interstate barriers which ham- 
per war effort. The letter stressed the 
importance of those attending the con- 
ference from the several states being in- 
formed about the actual situation in 
their respective states, particularly 
where state officials and state laws are 
impeding war transportation. “Frankly, 
I am altogether skeptical,’ Benton wrote, 
“about there being any real need for 
Federal emergency truck legislation.” 

Judge Benton recited the recent re- 
quest of Director Eastman for emer- 
gency legislation authorizing Federal 
control of the sizes and weights of mo- 
tor vehicles. The chairman of the Dis- 
trict of Columbia Public Utilities Com- 
mission, Gregory Hankin, one of those 
addressed by Judge Benton, made public 
a reply in which he said he was joined by 
his two colleagues on the District com- 
mission (Commissioners Flanagan and 
Kutz). Hankin said that “a mere glance 
at a tabular analysis of state laws which 
operate as tariff walls within our nation 
is sufficient to convince that they consti- 
tute a ‘crazy quilt’ of regulation, with 
each state constantly hampering others.” 
He added: 


The situation is bad enough in times of 
peace. Now we are at war. We must act 
as a united nation, rather than as a confed- 


eracy of 48 states, each setting up limita- 
tions on the movement of commerce among 
the states. 


N a rejoinder to Chairman Hankin’s 
letter Judge Benton pointed out that 
the District of Columbia official might 
have misinterpreted the purport of his 
(Benton’s) original letter, referring to 
which he told Chairman Hankin in part: 
I am not aware that in my letter I pre- 
sented any arguments whatever, extreme or 
otherwise. The essential suggestion which 
I made was that the governor or the gover- 
nor’s representative from each state “ought 
to have the situation in his own state well 
in mind.” ... 

I am hopeful that this will not be generally 
understood as you seem to understand it. I 
am wholly in agreement with your patriotic 
view that this is no time to play state author- 
ity against Federal authority, and I choose 
to believe that you will be in agreement with 
me that the facts should govern any action 
taken by the conference. 


On April 30th Representative Clar- 
ence Lea of California, chairman of the 
House Interstate and Foreign Commerce 
Committee, introduced HR 7009, “a 
bill to facilitate the prosecution of the 
war by providing for Federal regulation 
of sizes and weights of motor vehicles 
operating on certain highways.” Appar- 
ently this is a companion measure to that 
introduced by Senator Andrews. 





The Proper Accounting for Debt Discount 


HE problem of proper accounting 

treatment for debt discount in re- 
funding utility corporation debt obliga- 
tions is one which has engaged the at- 
tention of the accounting profession for 
some time. A committee of the Amer- 
ican Institute of Accountants made a 
special study of the subject and pub- 
lished a bulletin in September, 1939, en- 
titled “Unamortized Discount and Re- 
demption Premium on Bonds Refund- 
ed.” More recently, J. C. Clendenin 
wrote in The Journal of Accountancy, 
issue of July, 1941, a study entitled 
“How 118 Major Corporations Account 
for Bond Discount.” 
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The problem has been emphasized by 
the decision of the Federal Power Com- 
mission in Re Pennsylvania Water & 
Power Company (1940) 35 PUR(NS) 
324. In that case the utility com- 
pany used the proceeds of the sale of 3} 
per cent bonds to redeem an outstanding 
issue of 44 per cent bonds. It asked for 
permission to amortize, over a period of 
sixty-one months, the unamortized por- 
tion of discount and expense in connec- 
tion with the 44 per cent bonds and call 
premium associated therewith. The 
FPC denied the application, finding that 
the applicant could, without financial 
embarrassment, write off the unamor- 
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WHAT OTHERS THINK 


tized debt items and charge the premium 
to earned surplus. 


I" the March, 1942, issue of The Jour- 
nal of Accountancy, Commissioner 
Robert E. Healy of the SEC gives his 
personal views on the subject. He finds 
that there are three possible methods of 
accounting for unamortized debt dis- 
count when debt is refunded: 

Method 1—To charge off unamortized 
discount to earned surplus. 

Method 2—To charge it off during the 
remainder of the unexpired life of the issue 
just retired. 

Method 3—To charge it off during the life 
of the new issue. 


In approaching the problem, Commis- 
sioner Healy laid down “as sound certain 
premises” the following points: (1) Dis- 
count is part of the cost of the money bor- 
rowed, being deferred interest, 7. e., inter- 
est payable at the maturity of the bonds. 
(2) The effective (7. e., actual) interest 
cost of the money borrowed is the interest 
at the nominal (coupon) rate plus the 
annual amortization charge (i. e., the ac- 
crued interest not currently paid). (3) 
Discount and premium in conjunction 
with the nominal interest paid reflect the 
going cost of money. (4) Interest charges 
(including amortization debits which are 
interest charges) should be borne by in- 
come. (5) One of the purposes of ac- 
counting is to record and account ac- 
curately for the cost to the company of 
its borrowed capital. (6) Bonds, deben- 
tures, and notes are in fact not debts, 
but evidences of debt. 

From these premises Commissioner 
Healy worked out some concrete ex- 
amples exposing his ideas of the proper 
sn treatment of the subject mat- 
er. 

After analyzing these hypothetical 
examples (nine in number), Commis- 
sioner Healy states: 

I believe that all of these suggested re- 


sults are consistent with the original prem- 
ises that we are to account for the actual 


cost of borrowed capital regardless of 
changes in the identity of the creditor from 
the time it is borrowed until it is finally 
paid off, not by refunding—Micawberlike, 
but by cash, that the income account should 
bear the cost and that the cost is to be dis- 
tributed over that period as evenly as the 
maturities existing at the time of the entries 
will permit. 


, en article then analyzes court deci- 
sions on the subject which seem to 
support two general propositions: 


Where outstanding bonds are retired by 
payment in cash (whether the cash is ob- 
tained by the sale of a new issue or not), 
the unamortized discount is a deductible 
item in the year in which the retirement of 
the outstanding bonds took place; and 

Where outstanding bonds are exchanged 
for new bonds the unamortized discount 
should be spread over the life of the new 
bonds issued in exchange for the old bonds. 


Commissioner Healy says that the 
court decisions and certain Treasury tax 
regulations give no support for the above- 
mentioned Method 2 (i. e., to charge off 
the debt discount during the remainder of 
the unexpired life of the issue just re- 
tired) when the retirement is through 
cash obtained from the sale of new bonds. 
He also feels that the courts and the 
Treasury “make weight against Method 
3” (1. e., to charge it off during the life 
of the new issue), except where the old 
bonds are exchanged for new bonds. 
Commissioner Healy’s article concludes: 


... Accordingly, here is where I come out. 
The decisions of the court and the Treasury 
support Method No. 3, where the bonds are 
retired by an exchange for new bonds. This 
seems to me sound. The same decisions sup- 
port Method No. 1 [i. e., the charge against 
earned surplus], where the bonds are re- 
tired from cash obtained through issue of 
new bonds. These decisions and the dis- 
tinction on which they rest seem to me il- 
logical and unsound. Nevertheless, they are 
established andshould be followed; any 
other course might create further differ- 
ences between tax accounting and account- 
ing to stockholders. These decisions afford 
no support for Method No. 2. I see no sup- 
port for it in reason. Therefore, I find no 
basis for supporting it. 
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What Is an Economic Size for Electric 
Utility Operation? 


fe Holding Company Act of 1935 
imposes upon the SEC the duty of 
curtailing holding company systems to a 
single integrated area not so large “as 
to impair the advantages of localized 
management, efficient operation, or the 
effectiveness of regulation.” In its de- 
cisions to date the commission has 
stressed other qualifications to be met 
by a single integrated system, but has 
not attempted to set up any clear-cut 
standards for determining the most eco- 
nomical size for a typical electric utility 
system. 

Herschel F. Jones, instructor in the 
Electric Institute of Technology, at- 
tempts to do this in a study entitled “The 
Relation of Large Scale Production to 
Certain Costs of Electric Utilities in the 
United States,” published in the Febru- 
ary issue of The Journal of Land & Pub- 
lic Utility Economics. Mr. Jones cites 
studies of J. M. Clark (1923) of Chi- 
cago and W. M. Mitchell (1939) of 
New York on the relation of size to unit 
production cost generally. He uses these 
studies as an approach to particular ap- 
plication in the case of an electric utility 
system. 

Classification of the analysis fol- 
lows under four headings: (1) econo- 
mies due to distribution of certain over- 
heads over large unit production; (2) 
economies due to the use of larger me- 
chanical units; (3) economies due to 
increased specialization of men and ma- 
chines; (4) economies due to buying 
and selling in larger quantities. 

Obviously, not all types of businesses 
are able to obtain the economies out- 
lined. But it is clear that electric utility 
companies meet these qualifications in 
every respect, although it is not always 
possible to establish the presence of such 
advantages. 


oINnG back to the first classification, 
Mr. Jones points out: 


. . . While it is not possible to discover 
MAY 21, 1942 


whether large electric utility operating units 
actually enjoy the advantages of spreading 
specific overhead costs over a larger number 
of units, it is possible to take certain groups 
of expense items for a large number of 
companies and compare the variations in 
costs with the variations in the size of the 
companies. 


Admitting that this approach does 
not solve all of the difficulties, Mr. Jones 
uses data published by the Federal Pow- 
er Commission in 1941 dealing with the 
operating statistics of Class A and B 
electric utilities in the United States. By 
the use of charts, this writer makes five 
different comparisons: (1) average pro- 
duction cost of Class A and B utilities 
engaged mostly in steam plant produc- 
tion; (2) the same for utilities engaged 
mostly in hydro production; (3) the 
same for utilities purchasing most of 
their energy; (4) accounting, collection, 
and distribution costs per customer, for 
Class A and B utilities ranging from 
4,000 to more than 360,000 customers; 
and (5) (Chart III) average rate of 
interest paid on bonds of Class A and B 
utilities with book values ranging from 
2.5 to in excess of $300,000,000. Mr. 
Jones states: 

In every case there appears to be an in- 
verse relationship of costs to size which 
confirms the thesis that electric utility com- 
panies enjoy the advantages of large-scale 
production. Only in Chart III is there a 
large positive inclination of the fitted curve 
to the right of the chart which justified the 
conclusion that the point of optimum size 
has been reached and passed. In most of 
the other cases, however, it would seem 
that the rate of decline of the cost has di- 
minished to the point that little additional 
benefit can be expected from a further in- 
crease in the size of operating units under 
present methods of operation. 


The author goes on to show that ad- 
vantages of large-scale production, and 
particularly economies due to utilization 
of larger mechanical units, are further 
confirmed by an FPC study published 
in 1941, entitled “Electric Utility Cost 
Units and Ratios.” ~ 
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“GUESS WHAT, BOSS! ONLY THIS MORNING I'VE TAKEN ORDERS FOR A 
DOZEN VACUUM CLEANERS, TEN REFRIGERATORS, AND SIX 
WASHING MACHINES. AIN’T I GETTING GOOD?” 


| gan of the fact that the investiga- 
tion of relation of size to cost of pro- 
duction for electric utility operating com- 
panies is far from complete, Mr. Jones 
says the studies referred to establish the 
participation of electric utilities as an 
industry in the advantages of large-scale 
production. He states the following con- 
clusions: 

1, There is an inverse correlation be- 
tween the number of kilowatt hours pro- 
duced (actually kilowatt-hour input) and 
the direct or operating cost per kilowatt 
hour produced, In the case of electric util- 
ities producing more of their energy in hy- 
droelectric or steam plants than in any other 
manner, the largest utilitits seem to be ap- 
proaching a limit beyond which any increase 
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in size will result in negligible decreases in 
production costs per kilowatt hour. In the 
case of electric utilities which purchase 
most of their available energy, no such limit 
is yet in sight. 

2. The combined distribution and custom- 
er accounting and collection expenses of 
the utilities when computed on a per cus- 
tomer per year basis show an inverse rela- 
tionship to the number of customers per 
utility until the size of the utility reaches 
more than 20,000 customers. The relation- 
ship then becomes positive with such costs 
per customer increasing as the number of 
customers per utility company increases. 

If distribution costs are not included in 
the computation, the reversal of trend oc- 
curs at about 40,000 customers. 

3. The rate of interest paid by electric 
utilities on their outstanding bonded in- 
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debtedness shows an inverse relationship 
with total assets of the utilities having 
bonded indebtedness. This trend also seems 
to be approaching a limit in size beyond 
which the reduction in the interest rate, as 
the size increases, promises to be negligible. 

4. The investment in generating stations 
per kilowatt of capacity shows an inverse 


plant. This is true for hydroelectric, steam- 
electric, and internal combustion electric 


relationship with the size of the generating I 


produced. Most of this advantage, how: 
ever, disappears if uniform operating con- 
ditions are imposed upon the plants. Under 
the latter assumption the advantage of the 
largest plants over the smallest plants js 
approximately one-half mill per kilowatt 
hour. 


T would seem from this analysis that 
the largest utilities and the largest 


generating plants. In all cases, however, it generating plants of existing utilities 
is clear that investment per kilowatt is ap- have all approached the size where Op- 


proaching a lower limit so that further in- 
creases in the size of plants do not promise 
very much in the form of further econo- 


timum costs are to be obtained. Mr. 
Jones concedes that this conclusion could 


mies in investment. be upset by technical innovations in the 

5. As operated at present, steam-electric production, transmission, and distribu- 
generating stations of the largest size seem tion of electric energy, and that the dy- 
to have an over-all advantage of about two .amic history of the electric power in- 


mills per kilowatt hour in total cost per kilo- 


watt hour. This advantage seems to be the dustry to date would require a cautious 
result of lower fixed cost per kilowatt hour reservation in this respect. 





The Washington 


Post Crosses 


Swords with REA 


— readers throughout the vate industry was slow to convert to the 
nation were surprised and variously war effort, whereas it took four months 
amused, indignant, or indifferent when after Pearl Harbor before REA was 
they read a front page story several brought into line with the war program. 
weeks ago about Secretary of Commerce The editorial continued: 


Jesse Jones trading punches with Eu- 
gene Meyer, publisher of The Washing- 
ton Post. This brief and bloodless affray 
grew out of an editorial published in 
The Washington Post, which was sharp- 
ly critical of the activities of the Secre- 
tary of Commerce in planning for the 
nation’s rubber reserve. 

But the Secretary of Commerce is not 
the only agency which the crusading 
Washington Post, a traditionally Repub- 
lican paper, has been heckling. The re- 
cent action of the WPB in cutting down 
on the construction activities of the REA 
gave the Post an opportunity along this 
line which it did not pass up. In a crack- 
ling editorial entitled “Crackdown,” pub- 
lished on the morning of March 29th, 
The Washington Post taunted the REA, 
stating that “It should not have been 
necessary for Donald Nelson to crack 
down.” It pointed out that there has been 
indignation in some quarters because pri- 
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Mr. Nelson ordered last December that 
no copper should be used on power projects 
unless they were 40 per cent complete. But 
that did not stop codperatives sponsored by 
the REA from going ahead with their plans. 
In the case of the Brazos River co-op, for 
example, Army Engineers found the work 
still going forward more than a month after 
its suspension had been ordered. Defense 
production officials called for an explanation. 
When none was forthcoming, specific orders 
to stop all further work were issued. Then 
the co-op attempted to justify its conduct. 
But the WPB expressed “serious doubts as 
to your estimates on some important items 
and as to the validity of treating numerous 
items as ‘installed’ within the terms of the 
exception.” Representatives of the co-op 
had tried to show that their project was 
more than 40 per cent complete by counting 
as “installed” partly fabricated materials 
and “equipment in the process of manu- 
facture.” That deception was exposed by 
the WPB and materials were released for 
completion of only small segments of the 
project that could be put to use with a 
minimum amount of additional copper. 

It is the attitude taken by the REA and 
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its corporate children that is disturbing. 
Continuation of their work was obviously 
more important to them than winning the 
war. A House Military Affairs subcom- 
mittee found that they were “planning and 
projecting many large transmission and 
generating projects as necessary to the war 
program, which are not necessary, which 
duplicate existing facilities and waste tre- 
mendous amounts of copper and other critical 
materials.” Business as usual among gov- 
ernmental enterprises long after it has disap- 
peared for many private industries would 
be a grave perversion of the policy essential 
to victory. We hope that it will not take 
four months to bring other governmental 
agencies into line with war-time require- 
ments. 


ut Harry Slattery, REA Adminis- 

trator, has too much of the scrappy 
Celt in his veins to take such treatment 
lying down. Scarcely settled in his new 
office in St. Louis, to which REA has 
been exiled from the war-busy capital 
for the duration, Administrator Slattery 
scanned the lines of the Post editorial 
with growing wrath. Finally he took his 
pen in hand and wrote a letter to the 
editor accusing the Post of glaring inac- 
curacies. This letter was published in the 
Post on April 21st. 

Slattery charged that holders of syn- 
thetic rubber patents were still trying to 
alibi their failure to build up a synthetic 
tubber industry comparable to Germany. 
He recalled that the leaders of the alu- 
minum industry and of the electric pow- 
er industry had assured the nation 
months ago that “existing facilities” were 
adequate for the rearmament program 
and that shortages subsequently de- 
voloped. Mr. Slattery continued : 

The REA was most emphatically in line 
with the defense program for many months 
before Pearl Harbor. Its field engineers, di- 
rectors of REA cooperatives, and engineer- 
ing firms employed by the codperatives had 
constantly at their fingertips a wealth of 
detailed information on existing power fa- 
cilities and probable power needs for de- 
fense uses. In numerous cases REA engi- 
neers were able to give Army and Navy 
engineers and private manufacturers in- 
valuable assistance in arranging for adequate 
power service for landing fields, training 
camps, and industries. This is the record. 

_ During the month of March, REA co- 

Operatives had 23 applications for connec- 

tions by establishments requiring 15 kilo- 

watts of transformer capacity or above. 


Among the applicants were a lead and zinc 
mine, ordnance plant, bullet factory, shell 
case factory, bomber training field, Army 
camp, Coast Guard station, emergency 
landing field, filtration plant for Army 
camp water supply, and defense housing 
units. Other applicants were an irrigation 
project, hatchery, coal mine, peat mine, 
sugar refinery, feed mill, and sawmill. The 
entire list might readily qualify as war serv- 
ice establishments. 

That is the type of consumers served by 
virtually all new construction launched by 
REA coéperatives in the last year. While 
the private utilities were still contending that 
“existing facilities’ were “adequate,” the 
REA cooperatives were taking steps to as- 
sure a genuinely adequate power supply for 
essential defense establishments. 


LATTERY claimed that REA lines 
which the Post had particularly con- 
demned had already been approved by 
“the agencies who have the responsibility 
of assuring an adequate power supply 
for war industries.” Slattery’s letter was 
written, of course, prior to the recent 
presidential approval of an agreement 
which places such responsibility ex- 
clusively in the WPB, but his letter did 
not explain just what agencies he had in 
mind. He concluded: 


. . . Investigation has established the fact 
that “existing facilities’ which the private 
utilities claimed were “adequate” to serve 
defense needs existed only on paper and 
in the greed of the utilities for war con- 
tracts and the territory developed by REA 
cooperatives. No REA codéperative has at- 
tempted to go out of its own territory for 
a defense contract—territory which never 
had adequate electric service before the 
REA was created. 

Since issuance of the War Production 
Board order which you gleefully hail as a 
“crackdown” on the REA, an order which 
merely requires that individual priorities be 
obtained on all REA construction projects, 
the WPB has issued new orders granting 
priorities on materials for completion of 34 
REA projects. That fact alone should be 
answer enough to your charge that the REA 
has not been “in line with the war program.” 


Of course, writing a letter to the edi- 
tor in protest against something which 
the editor has written or sponsored is 
always in the nature of playing ball on 
the other fellow’s home grounds. The 
home team is assured of a last time at 
the bat. 
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N the same issue in which Mr. Slat- 

tery’s letter was published, the Post 
came right back with an editorial which 
refused to retract one word of the orig- 
inal attack on REA. The second Post 
editorial continued : 


Mr. Slattery accuses us also of seeking 
“to discredit the Rural Electrification Ad- 
ministration with the exploded falsehood 
that lines being built to serve war-vital in- 
dustries ‘duplicate existing facilities.” But 
why should he attribute that “exploded 
falsehood” to the Post? This part of the 
editorial was quoted from the report of the 
House Committee on Military Affairs. And 
the committee’s report was in part based 
upon findings of the Army Engineer Corps. 


approved by the agencies who have the re- 
sponsibility of assuring an adequate power 
supply for war industries.” Now the only 
lines which the editorial specifically men- 
tioned are those of the Brazos River co-op, 
We clearly pointed out that the WPB al- 
lowed work to go forward on some parts 
of this project that were near completion, 
What we criticized was the effort of REA 
to go ahead with the entire project in the 
face of a critical shortage of copper. Not 
only did this REA co-op ignore the orders 
of the War Production Board; it also 
stooped to deception in an effort to show 
that its project was much nearer completion 
than it actually was. 


The editorial concluded by pointing 


Does Mr. Slattery contend that the House Out that a release from WPB on Febru- 
committee and the Army Engineers indulged ary 17th reported that that agency had 
in “exploded falsehoods”? In the language “prohibited” the Brazos codperative 
of the committee report, the Army Engineers cy eae completing construction of a rural 


found “that the proposed projects of the 


Brazos and the Farmers co-ops are dupli- electrification project in Texas.” Fur- 
cations of existing facilities and at present ther work on some 330 miles of branch 
have arranged to serve only customers which ine jin 15 substations was forbidden. 
are already being served from existing fa- Since that date, according to WPB, work 


cilities.” We prefer to take the Engineers’ 
word for it, unless and until Mr. Slattery 


on this project has been still more dras- 


can offer proof to the contrary, which he tically curtailed. In view of these devel- 
certainly has — eo : opments the Post questioned Mr. Slat- 
More serious is Mr. Slattery’s statement  tery’s assertion that the REA lines which 


that “the REA lines which your editorial 


writer and other foes of the REA selected the Post had criticized had been ap- 
for particular criticism have already been proved. 





SEC Continues Holding Act Enforcement 


HE Securities and Exchange Com- 

mission in its seventh annual re- 
port, made public on April 14th, gave a 
plain warning that public utility holding 
companies could expect no breathing 
spell in enforcement of the “death 
sentence” clause of the Holding Com- 
pany Act because of the war. 

Rather, the SEC cited the war as a 
reason particularly for maintaining en- 
forcement of § 11 (b), under which the 
agency has the power to order recapitali- 


sult from the transition from preparation 
for war to actual entry into the war cannot 
now be predicted. It would seem obvious, 
however, that there can be no slackening in 
the effort to put the industry in a financial 
position to meet whatever demands may be 
placed upon it. : 

It is significant in that connection that in 
the first three weeks after the outbreak of 
the war a number of companies have been 
pressing forward to avail themselves of the 
machinery provided in the act for effectuat- 
ing voluntary compliance with the provi- 
sions of § 11. 


zation, and said nothing in the report to g hs commission recalled that, in the 


indicate that the same was not true of 


period before the Supreme Court 


§ 11 (b)(1), which gives the SEC  ypheld the constitutionality of § 11, 
power to require geographical integra- holding companies “unfortunately neg- 
tion of holding company systems. The ected” an opportunity voluntarily to 
report said: reorganize or to integrate, and that after 

What, if any, change in emphasis may re- the court had acted “most of the plans 
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“IT’S FOR RATIONING TELEPHONE CONVERSATIONS” 


submitted, although helpful in some re- 
spects, amounted to little more than 
arguments attempting to justify the re- 
tention of the existing scattered hold- 
ings.” As a result, the SEC found that it 
would have to direct reorganization pro- 
ceedings against certain corporations. 
At the close of the fiscal year ended on 
June 30, 1941, “proceedings involving 
integration or corporate simplification, 
or both, were pending with respect to 14 
holding company systems, which systems 
had consolidated assets aggregating $10,- 
219,000,000, or 67 per cent of the con- 
solidated assets of all registered holding 
company systems.” 

, The proceedings were listed as fol- 
Ows: 


Cities Service Power & Light Com- 
pany, under § 11 (b)(1); Common- 
wealth & Southern Corporation, under 
both sections; Electric Bond and Share 
Company, under both sections; Engi- 
neers Public Service Company, under 
§ 11(b) ; General Gas & Electric Corpo- 
ration, under § 11 (b) (2) ; International 
Hydro-Electric System, under § 11 
(b) (2) ; Middle West Corporation, un- 
der both sections ; Midland United Com- 
pany, under § 11 (b) (2) ; North Amer- 
ican Company, under § 11 (b)(1); 
North American Gas & Electric Com- 
pany, under both sections; Northern 
New England Company and New Eng- 
land Public Service Company, under 
§ 11 (b) (2); Standard Power & Light 
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Corporation, under both sections; 
United Gas Improvement Company, un- 
der § 11 (b) (1) ; United Light & Power 
Company, under both sections. 

The SEC, in discussing Rule U-50, 
which requires competitive bidding on 
issues except where the rule is rescinded 
by the commission, defended the rule as 
“not merely a matter of business proce- 
dure.” 

The commission declared: 

Ours is a system of free enterprise, and 
when practices are allowed to develop which 
eliminate or suppress competition, the very 
fundamentals of that system are endangered. 
The liberating influence of this competitive 
bidding rule will foster free enterprise and 
competition in a field which has long been 
characterized by concentration of the man- 
agement and underwriting of new securities 
in the hands of a few firms. 


Leer SEC, in a section devoted to its 
activities in the field of accounting, 
disclosed that “among other accounting 
research work performed during the 
year was the beginning of an extensive 
survey and study of annual reports to 
stockholders as compared with annual 
reports filed by industrial and commer- 
cial companies with this commission un- 
der the Securities Exchange Act of 
1934.” The SEC explained: 


The objective of this study will be to de- 
termine, if possible, the extent to which the 
commission’s rules and decisions on ac- 
counting matters have influenced reports to 
stockholders which, with the exception of 
companies registered under the Investment 
Company Act of 1940, are not ordinarily 
subject to the jurisdiction of the commission, 
and whether the financial statements accom- 
panying such reports are in form, content, 
and disclosure reasonably consistent with 
and comparable to statements filed with this 
commission. 


The commission’s attitude on § 11 
was emphasized in a formal order issued 
by the commission last month, requiring 
the giant Commonwealth & Southern 
Corporation to simplify its capital struc- 
ture by reducing it to a single class of 
common stock. This order, which was 
based on the ground that the underlying 
system cannot support the present cap- 
ital set-up of the parent, dashed the 
hopes held in some utility circles that full 


compliance with the act might be de- 
ferred for the duration. 

The commission pointed out that its 
effort during the past year to get the op- 
erating subsidiaries of the holding com- 
panies in a position to finance construc- 
tion has related primarily to the follow- 
ing aspects of administration of the act: 

1, Enforcement of § 11 (b) (1) to the 
end that there may be greater progress 
toward the integration of the industry 
along logical regional lines, and that 
managerial responsibility may gravitate 
away from one or two financial centers 
toward the territories served. 

2. Elimination of unnecessary compli- 
cations in the financial structure of hold- 
ing companies, in accordance with § 11 
(b) (2) so as to remove present-day 
obstacles to the raising of additional 
capital. 

3. Increasing emphasis on requiring 
more adequate provisions for deprecia- 
tion and more conservative dividend 
policies so as to preserve available cash 
in the operating companies, and to mini- 
mize the necessity to seek outside sources 
of additional capital. 


reese upon public utility ex- 
pansion, the report said in part as 
follows: 


Although there is necessarily some uncer- 
tainty as to the ultimate expansion of elec- 
tric utility facilities, it does appear certain 
that, for several years at least, increases in 
generating capacity will be limited only by 
the ability of manufacturers to produce 
the essential equipment. While a substantial 
portion of the new generating facilities pre- 
sumably will be in hydroelectric projects 
financed by the Federal government, the 
private electric utilities will be called upon 
to make capital expenditures not only for 
steam-generating facilities, but also for re- 
lated additions to transmission and distribu- 
tion facilities. 

The aggregate cost will be far in excess 
of what the utilities have been expending on 
new construction in recent years. In fact, 
during the years from 1933 to 1940, com- 
paratively little new capital has been raised 
by the electric utility industry from the sale 
of securities. Construction expenditures 
have been financed in large part from earn- 
ings. 


When the demands of the defense pro- 
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gram are added to the normal growth in 
power demand, the report said, it be- 
comes clear that the industry is con- 
fronted with a problem of raising and 
conserving cash in an amount far in ex- 
cess of what has been called for by the 
prewar economy. “Providing these fa- 
cilities is of paramount importance and 
this, of course, means that such con- 
struction must be financed. This will 
prove no easy challenge—and it is pos- 
sible that some Federal aid may be neces- 
sary,” the commission added. 

The report said to date the commis- 
sion’s supervision over the dividend and 
depreciation policies of utility companies 
to prevent impairment of working cap- 
ital and maintain financial integrity has 
been limited chiefly to the individual 
cases which come before it in connec- 


tion with security issues. In passing on 
proposed security issues, the commis- 
sion, the report added, has not infre- 
quently imposed conditions restricting 
the payment of common stock dividends 
where such action was necessary to pro- 
tect the interests of investors or the 
financial integrity of the company. 


| * ganpre: to the controversy growing 
out of direct sales by issuers to in- 
surance companies, the commission said 
that the competitive advantages of the in- 
surance company over the investment 
banker are eliminated under competitive 
bidding, since there is a preliminary ap- 
proval by the regulatory authorities 
prior to the invitation for competitive 
bids and since registration under the Se- 
curities Act is necessarily involved. 





Public-private Power Armistice Urged 


PEAKING in the shadow of the vast 
Tennessee Valley Authority devel- 
opment, Merryle Stanley Rukeyser, New 
York economist, author, and lecturer, in 
an address before the Executives club at 
Knoxville, Tennessee, on April 7th, 
made a plea for a domestic armistice be- 


Nazis in our own waters in the Atlantic, it 
is no time to reduce the immediate produc- 
tivity of power systems through indulging 
in side shows respecting reorganization of 
their financial set-up. The bill which Repre- 
sentative George A. Paddock (Republi- 
can, Illinois) has introduced in Congress to 
give the SEC discretion to suspend during 
the emergency the mandatory “death 


tween the public power and private sentence” provisions of the Public Utility 
power advocates, in the interest of ac- Holding Company Act should forthwith be 


celerating national victory against the passed. 
kate, Ry keyser said: y aga Instead of indulging in domestic reforms 


In the present war-time emergency, the 
American people need power and more 
power to turn the whirring wheels of the 
rapidly expanding armament industry. In 
some industrial centers, a power shortage 
looms, and restrictions on householders and 
others may not be far off. In the circum- 
stances, no bickering among domestic 
groups as to the financial set-up of power 
projects should be permitted to deflect util- 
ity executives from the essential task of 
getting available turbines to produce to the 
utmost. 

As part of the broad effort to make na- 
tional unity a reality, instead of a mere 
phase, Congress should authorize the SEC 
to suspend for the duration application of 
the death sentence provisions to public util- 
ity holding companies. In the face of activ- 
ity of the Japanese in the Pacific and of the 


as usual, in face of the war crisis, we should 
take seriously the admonition by Leland 
Olds, chairman of the Federal Power Com- 
mission, who recently pointed out: “We can- 
not afford to face the possibility that a great 
need for expansion of munitions production 
will be thwarted by lack of electric power. 
. . . More high-capacity intersystem trans- 
mission interconnection is desirable and is 
needed to assure the maximum utilization 
of generating facilities, including reserves, 
in emergencies.” 


M r. Rukeyser said that recent devel- 
opments in the Tennessee valley 
demonstrated that in an emergency the 
lion (government ownership) and the 
lamb (private ownership) can lie down 
peaceably together. Both TVA officials 
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and Aluminum Company representatives 
have professed satisfaction with the high 
degree of coordination of public and 
private facilities which has been ar- 
ranged in connection with the new Fon- 
tana project. 

Mr. Rukeyser, who is author of 
“Financial Security in a Changing 
World,” said: 


In the quest for tax loopholes, the Fed- 


eral government should not overlook pub- 
licly owned power and other utility enter- 
prises. 

On account of legal technicalities, such 
publicly owned institutions have escaped 
taxes to which private companies are sub- 
jected, Publicly owned utilities get the sery- 
ices of government just as private cor- 
porations do, and, if they do not bear their 
full share of the cost of government, then 
it means that their share of the cost is shift. 
ed to private corporate and individual tax- 
payers. 


| 
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pagent in a certain eastern city two salesmen were about 
to enter the executive offices of a large utility company, 
when one caught sight of a sentry, fully armed and packed for 
combat duty, trudging up and down before the door. The sales- 
man complained, “It was hard enough to get in to see old J.C. 
before; now I suppose they've got him in a barbed wire en- 
closure. Next thing, they will probably shoot us on sight.” 

Such a bitter attitude is a reflection of bad business manners 
all too frequently, according to John Allen Murphy in the 
February issue of FUTURE magazine. He goes on to give ex- 
amples of progressive cordiality which some business execu- 
tives take pains to exhibit during these times when it is all the 
more desirable to offset necessary restrictions—such as sentries. 
Some keep in the reception rooms cigarettes, reading matter, 
light refreshments, and cut flowers with invitations to take one 
for the buttonhole. Some take the most pains to understand and 
expedite the visitor's call with pleasant and polite treatment. 
One municipal plant out West always invites business visitors 
on a scenic excursion to the city’s near-by mountain hydro site. 
Rightly handled, it saves time and temper for both parties. It 
certainly pays dividends in public relations. In days to come, 
they will be sorely needed. 
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The March of 
Events 


Senate Would Restrict TVA 


HE financial operations of the Tennessee 

Valley Authority would undergo a rad- 
ical change under an amendment to the Inde- 
pendent Offices Appropriation Bill adopted by 
the Senate on May 6th. The proposed change, 
however, is now under consideration by a con- 
ference committee of the Senate and House. 
A spirited contest is expected to develop in 
the House and it is considered doubtful that 
the Senate amendment will be accepted. 

The amendment adopted by the Senate was 
sponsored by Senator McKellar of Tennessee, 
who sought to abolish the TVA’s revolving 
fund, under which it has operated for several 
years, and require specific congressional ap- 
proval for every dollar expended in the fu- 
ture. The first part of this objective was ac- 
complished, but TVA receipts from power 
sales would continue, under the Senate amend- 
ment, to be available for the payment of oper- 
ating expenses as provided by § 26 of the TVA 


Act. 

The fight against the McKellar amendment 
was led by Mr. Barkley, who said that he un- 
derstood TVA authorities planned to use some 
of the revolving fund to construct a synthetic 
rubber factory and a phosphate plant in the 
TVA area, and declared that the TVA must 
receive a free hand in developing war indus- 
tries with maximum efficiency. 

Senator McNary, the minority leader, also 
opposed the McKellar amendment, asserting 
that it was “a violation of good taste and the 
precedents and rules of the Senate.” 

The principal effect of the Senate amend- 
ment would be to require the TVA to account 
separately for each appropriation, instead of 
placing all appropriations in a single fund. 
This would require itemized segregation of 
practically every voucher, in order to charge 
each project for which a separate appropria- 
tion has been made with its proper proportion 
of the payment. The Senate, by a voice vote, 
also adopted another amendment offered by 
Mr. McKellar to bar the TVA from buying 
any automobiles with its new funds. 

On the other hand, the Senate deleted from 
the bill a House-approved prohibition against 
payment of the salary of Dr. Goodwin Wat- 
son, chief of the foreign broadcast monitoring 
section of the FCC. Charges had been made 
in eo House that Dr. Watson was a Com- 
munist. 
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Power Cut Threatened 


HE War Production Board on May Ist 

set up machinery to handle power short- 
ages wherever and whenever they occur in this 
country. It issued an order (L-94) of nation- 
wide application which may affect every user 
of electric power in the country. 

“In some areas shortages of electric power 
already have occurred, and in others further 
shortages are threatened,” the WPB said, ex- 
plaining that the vast increase in use of energy 
by war industries had caused many power sys- 
tems to reduce their margin of reserve power 
to a minimum. 

The WPB also applied new controls to util- 
ity companies, effective immediately, requiring 
them to tie their systems together in order 
to transfer power from one area to another; 
to interchange power with other utilities, and 
> ~ water power wherever possible to save 

uel. 

All utilities were forbidden to abandon any 
existing generating facilities, except upon 
WPB authorization. In addition each utility 
was ordered to ascertain at once the amount 
of power available from near-by industrial 
plants which generate their own energy, and 
arrange to connect such capacity with its own 
system. 

Regular consumers in any area will not un- 
dergo power curtailment until WPB has 
designated the region a “power shortage area,” 
by reason of an actual or threatened scarcity. 
A series of curtailment measures was pro- 
vided, any or all of which might be put into 
effect depending on the seriousness of the 
shortage. 


Corporation Officials’ Rights 
Upheld 


3 United States Court of Appeals on 
April 27th upheld the right of corporation 
officials to have the same treatment as other 
stockholders in regard to stock bought by 
the officials in the open market while a re- 
organization was under way. 

Reversed by the decision was an order of the 
Securities and Exchange Commission exclud- 
ing the stock bought by the officials from the 
benefits resulting to other stockholders from 
the reorganization. 

The issue arose in 1937, in the reorganization 
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of the Federal Water Service Corporation, a 
utility holding company. The Chenery Corpo- 
ration, a family holding company, and mem- 
bers of the Chenery family, who also were 
officers or directors of Federal, bought stock 
to the amount of about 11,600 shares. 

Later a reorganization plan was approved 
by the SEC, under which the capitalization of 
Federal was contracted and holders of pre- 
ferred stock were permitted to exchange their 
shares for the new common. However, the 
SEC excluded the 11,600 shares, which the 
Chenery interests had bought during the re- 
organization negotiations, from the benefits of 
the new arrangements. The Chenerys went to 
court. 

Attorney Spencer Gordon argued before the 
court that for a corporation official to invest in 
the stock of his company was a convincing 
guaranty of his good faith, rather than a 
transaction to be viewed with suspicion. 

Chief Justice D. Lawrence Groner, in pre- 
senting the court’s opinion, upheld Gordon’s 
reasoning. Justice Fred Vinson concurred. 

The chief justice said, in effect, that the 
principles of equity forbid a director or other 
official to take advantage of his “inside 
knowledge” when trading in his company’s 
stock with members of the public, or with 
other stockholders who lack his advantages. 
But the Chenery purchases, the chief justice 
said, were made in the open market, on the 
basis of the same information that was avail- 
able to other traders, were properly reported 
to the SEC, and were announced, without 
objection, by the SEC to the public. 

Under the circumstances, the court con- 
cluded that it was unreasonable to deny the 
officials the benefits granted to other stock- 
holders. Laws could be enacted to effect such 
a denial, said the court, but such an enactment 
was a question of policy yet to be decided by 
Congress. 

Justice Justin Miller dissented, declaring he 
found that Congress had granted the SEC 
power to determine the question. 


Taxi Cruising Faces Ban 


Tz transformation of the taxicab into the 
jitney, in part at least, was indicated as 
a war necessity on April 29th by Joseph B. 
Eastman, director of the Office of Defense 
Transportation. 

The highly personalized cab service avail- 
able in the past could not be maintained during 
the war, said Mr. Eastman. Cruising would 
have to be eliminated and dead mileage reduced 
to a minimum, he said. Nonessential riding 
must be stopped and every effort made to en- 
courage group riding to obtain maximum 
efficiency. 

“With the entire American civilian economy 
being stripped of nonessentials,” said the trans- 
portation director, “rubber and other replace- 
ment parts cannot be allocated to taxicabs until 
the operators and local regulatory authorities 
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prove that present equipment is not being 
wasted in the performance of nonessential 
services.” 


Map Transportation Policy 


A GENERAL agreement that defense trans- 
portation policies be left to the Office of 
Defense Transportation with their application 
solely in the hands of officials of the localities 
involved was reached early this month at a 
conference of ODT officials and representa- 
tives of the District, Maryland, and Virginia 
public utility commissions. 

Chairman Gregory Hankin of the District 
commission told reporters following the ses- 
sion that “we are trying to avoid a situation 
where a utility may play one agency against 
another” and expressed confidence that this 
objective had been reached and that the ODT 
would not act as a “board of review” on de- 
cisions of local public utility bodies. 


“Power Trust Lobbying” 


EPRESENTATIVE Ellis, Democrat of Arkansas, 
Rist month called for creation of a special 
House committee of seven members to in- 
vestigate what he called “power trust lobby- 
ing.” He introduced a resolution (HR 473) 
directed at the participation of electric utility 
operating and holding companies, subsidiaries, 
affiliates, and personnel in election campaigns 
and matters pending before Congress or Fed- 
eral agencies. 

The investigation, he suggested, should in- 
quire into “efforts to influence” the granting 
or denial of orders by any branch of the gov- 
ernment and expenditures or contributions or 
other services in connection with the candi- 
dacy of any person to political office. 


TVA Director Renominated 


De James P. Pope last month was 
renominated by President Roosevelt as 
a member of the Tennessee Valley Authority 
board of directors. The new term is for nine 
years. 

Pope was originally appointed in 1939 to 
fill out the unexpired term of Arthur E. Mor- 
gan, who was removed by the President as 
a result of differences Morgan had with 
Chairman David E. Lilienthal. The term ex- 
pired May 18th. 

Pope served in the United States Senate 
from Idaho from 1933 until shortly before 
his TVA appointment. 


Electric Ranges “Frozen” 


LL domestic electric ranges held by manu- 
A facturers, distributors, and retail dealers 
by the War Pro- 
duction Board. The order was designed to 
make all stocks and future production avail- 
able to the armed forces for lease-lend orders 
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and for new war-area housing projects. 

The WPB also increased May production 
quotas for electric ranges above those estab- 
lished for the last four months, but no do- 
mestic electric ranges may be made after June 
Ist except to fill orders having a high priority 
preference rating. Spokesmen for the WPB 
said that the increase this month would permit 
manufacturers to use up the heating units al- 
lowed by the limitation order on electrical ap- 
pliances. No limitations were placed on the 
manufacture or assembly of replacement parts. 


WPB Extends Gas Curbs 


bee War Production Board late last month 
extended to parts of six midwestern states 
its restrictions on deliveries on natural and 
manufactured gas to consumers. 

Parts of Iowa, Kansas, Minnesota, Ne- 
braska, Oklahoma, and South Dakota are now 
included in the restrictions issued February 
16th by the WPB. 

After May 15th no utility will be permitted 
to deliver natural or mixed gas to new non- 
residential consumers in the restricted area or 
increase deliveries to existing nonresidential 
consumers unless they install “stand-by facili- 
ties” to replace new or additional delivery dur- 
ing a period of shut-off, or unless WPB ex- 
pressly approves such delivery. 

The order also prohibits any utility after 
May 15th from delivering natural or mixed 
gas for gas-heating systems unless the equip- 
ment was installed before May 15th or unless, 
in the case of new construction, the gas-heat- 
ing equipment was specified in the contract and 
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the foundation for the structure was completed 
prior to May 15th. 

The prohibition also applies to gas-heating 
equipment which has been converted from 
other fuels unless the conversion was effected 
before May 15th. 


Gas Pipe-line Rates Reduced 


ge Federal Power Commission on April 
25th approved new wholesale rates of the 
Natural Gas Pipeline Company of America, 
cutting about $3,770,000 from annual bills of 
ten utility customers. It also ordered refunds 
totaling $6,283,149 to fourteen companies as 
excess charges from September 1, 1940, to 
March, 1942. 

The companies which benefited were the 
Chicago District Pipeline, Iowa Illinois Gas 


& Electric, city of Nebraska City, Iowa- 


Nebraska Light & Power, Iowa Power & 
Light, Kewanee Public Service, Illinois North- 
ern Utilities, Princeton Gas Service, United 
Gas Service, and Central States Electric. 

Refunds ordered were: Chicago District 
Pipeline, $5,823,577; Cedar Rapids Gas, $99,- 
693; Central States Electric, $25,325; city of 
Nebraska City, $23,622; Iowa City Light & 
Power, $31,638; lIowa-Nebraska Light & 
Power, $19,026; Iowa Power & Light, $7,812; 
Illinois Northern Utilities, $7,158; Kewanee 
Public Service, $9,291; Ottumwa Gas, $24,635 ; 
Peoples Light Company (now Iowa Illinois 
Gas & Electric Company), $101,527; Peoples 
Power Company (now Iowa Illinois Gas & 
Electric), $107,082; Princeton Gas Service 
Company, $659. 


Arkansas 


FPC Asked to Reduce Rate 


HE state utilities commission asked the 
Federal Power Commission last month to 
reduce the wholesale rates of gas purchased 
by the Arkansas Power & Light Company 
from the Memphis Natural Gas Company. 
Any reduction granted would be passed to 
customers of the AP&L at McGehee, Dermott, 
Lake Village, Eudora, and Wilmot. Based on 
1940 consumption, the proposed saving would 
be $15,485 a year in these five towns. 
Customers in the towns paid $43,426 to the 
AP&L for gas in 1940. If the proposed reduc- 
tion had been in effect then, the total would 
have been $27,939. 

e state commission’s complaint pointed 
out that the Memphis Natural Gas Company 
transports gas from the same field in Louisi- 
ana, through the same pipe line, to both the 
AP&L and the city of Memphis. The average 
rate paid by the AP&L for resale and dis- 
tribution in the five Arkansas towns in 1940 
was 29.48 cents per thousand cubic feet. 


7il 


Utility’s Activities Investigated 
y £ 


W232 Production Board officials on April 
29th disclosed they were making an in- 
quiry into a complaint that the Arkansas 
Power & Light Company had not complied 
with a board request of February 28th to halt 
work on a transmission line from Ozark, 
Missouri, to Norfolk, Arkansas, near a dam 
now under construction. These officials would 
not discuss the source of the complaint or the 
progress of their inquiry. 

The board earlier had approved priorities 
for construction of the line, the officials said, 
but the copper scarcity led to the later re- 
quest for work stoppage. The recent com- 
plaint was to the effect that construction of 
the line was proceeding, it was added. 

J. A. Krug, power consultant for the WPB, 
said the investigation was under consideration 
by the compliance division. 

Company spokesmen said construction on 
the transmission line was halted April 27th 
after the company was notified of a WPB or- 
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der canceling a preference rating and im- 
pounding materials on hand. They denied that 
work was being continued and said they had 
no knowledge that the WPB was investigating 
a complaint because construction was car- 
ried on following a February 28th instruction 
to hold up the project. 


In February, a telegram from J. A. Krug 
chief of WPB Power Branch, requested the 
company to suspend construction pending a 
calculating board’s study to determine whether 
the line was needed. This was not construed 
as an order. A board study had shown that 
the line was necessary, the company said. 


California 


No Women Conductors 
CCORDING to the civil service commission, 
the platform of street cars of the munic- 


ipal railway definitely is no place for women 
as conductors. The commission recently re- 
jected a plea of San Francisco Utilities Man- 
ager Cahill that it hold concurrently examina- 
tions for both men and women for jobs on 
the railway. 

Cahill said there were 100 vacancies in the 
street car service and the number of men ap- 
plicants probably would not meet the demand. 
He stated the Market Street Railway would 
employ women and the San Diego system has 
already done so. 

Commissioners Harry K. Wolff and Mil- 
ton Maxwell voted to limit the examination 
to men. Commissioner Jack Bender cast his 
vote for opening tests to women applicants. 

Opposition to the proposal to employ women 
was voiced by William McRobbie, president 
of the Municipal Carmen’s Union. At the same 
time, McRobbie made known demands of the 
men for a raise in pay to $7 a day. Car men re- 
ceive $6, but are in the new budget for a 60- 
cent raise. He said the men were prepared to 
Prato j off” the job if pay demands are re- 

used. 


Gas Rate Cut Ordered 


HE state railroad commission on April 

28th ordered the Pacific Gas and Elec- 
tric Company to slash gas rates in the Bay 
area effective with meter readings taken on 
or after May 15th to compensate for reduced 
heat content of fuel now being served. 

San Francisco, the San Mateo peninsula and 
coastal areas, including San Jose, Salinas, and 
Monterey peninsula, will have a reduction of 
4 per cent. East Bay areas and Livermore 


valley, which are being served still lower heat 
content gas, will obtain an 8 per cent cut as 
compensation. 

The rate adjustments apply only to domestic 
and general gas customers, pending further 
study of industrial and surplus gas rates, 
Year-round industrial users may later be given 
a 3 per cent reduction and industries burning 
only surplus gas that accumulates in the sum- 
mer off-season may be given a 2 per cent ad- 
justment. 

The commission emphasized the adjustments 
would not reflect any actual lowering of gas 
bills, but would tend to keep them at the same 
levels for the same heating jobs. 

The adjustments have become necessary due 
to increased use by PG&E of gas from the Rio 
Vista fields, which has lower thermal unit 
content than gas formerly obtained exclusive- 
ly from Coalinga and Kettleman Hills fields. 


Fare Increase Considered 


HE San Francisco Public Utilities Com- 

mission was recently reported to have 
taken up active study of a fare increase for 
the municipal railway which still retains a 
5-cent fare notwithstanding the fact that the 
Market Street Railway operates on a 7-cent 
basis. Supervisors have asked the commission 
to report on possible effects of 6- and 7-cent 
rates on city lines. 

Manager Cahill indicated that tax support 
for the system probably would be necessary 
to make extensions of service if income is 
not otherwise increased. The problem is be- 
ing forced to the front by the automobile and 
tire situation, and demands for war industry 
traffic movement. Municipal lines already are 
at capacity at peaks and staggered closing 
hours .for stores and other business houses 
are being proposed to distribute the load. 


Colorado 


Gas Company Granted Stay 


HE hearing before the tenth Federal Cir- 
cuit Court of Appeals, scheduled for 
April 23rd on the application of the Colorado 
Interstate Gas Company and the Canadian 
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River Gas Company for a stay of the gas rate 
reduction order issued recently by the Fed- 
eral Power Commission, was postponed 
shortly before court was to convene when the 
FPC notified the court it had itself granted a 
stay until May 19th. ; 
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Under the commission’s original order, the 
two companies were required to file by April 
25th new rate schedules reducing their charges 
drastically in conformity with the findings of 
the commission. Because the companies are 
asking the FPC to reopen the entire case for 


the taking of new testimony, the companies 
asked the commission to stay the effective date 
of the order until the rehearing application 
had been passed upon. In announcing it was 
granting the stay, the FPC said it had not 
yet passed on the request to reopen the case. 


Georgia 


Seatless Busses Studied 


S° many more persons in Atlanta are riding 
street cars now to conserve their auto- 
mobile tires that the Georgia Power Company 
recently was reported thinking about strip- 
ping the seats from its trolleys and busses. 


W. R. Pollard, company transportation 
manager, declared that with the thousands 
more who will leave their automobiles at home 


‘because of the impending gas rationing, “the 


power company may be forced to strip all the 
seats out of the trolley cars and busses, install 
poles, and make everyone stand up.” 


Indiana 


Ordered to Show Cause 


HE state public service commission unex- 
Tae ordered the Indianapolis Water 
Company and Indianapolis Power & Light 
Company on May Ist to show cause why they 
have not filed with the commission required 
statements on original costs of their proper- 
ties, 

Frederick F, Eichhorn, commission chair- 
man, said the investigation could end possi- 
bly in a rate examination. 

The companies’ figures on original cost will 
be checked by the commission’s staff, he an- 
nounced. “If we then find that the companies 
are realizing an excessive return then it will 
be our duty to make a rate investigation,” 
Eichhorn said. 


City Gets Gas Monopoly 


Proroncen litigation between the city of In- 
dianapolis and the Indianapolis Gas Com- 
pany was ended on May Ist when the com- 
pany’s property was formally transferred to 
the City Utilities District. The city now owns 


and operates the gas monopoly in Indianapolis. 
James E. Deery, Indianapolis city controller, 
on May Ist in Chicago delivered $6,000,000 in 
revenue bonds to Smith, Barney & Co. and the 
money received was sent to New York to re- 
tire Indianapolis Gas Company bonds held 
there and to Indianapolis where most of In- 
dianapolis Gas common stock was held. 


Electric Rate Cut Ordered 


EDUCED electric rates in the Calumet sec- 
R tion were ordered on May Ist by the state 
public service commission. They involve the 
Northern Indiana Public Service Company 
and affect Gary, Whiting, East Chicago, and 
Hammond. 

In an agreement with the Gary city coun- 
cil the company filed rates with the commis- 
sion, estimated to save consumers there $104,- 
000 yearly. Since no increase was provided for 
any customer, the commission approved the 
schedule, effective May Ist. 

But as it studied the agreement the commis- 
sion decided on the same rates in effect in the 
other metropolitan areas in Lake county. 


Kentucky 


Must Pay Fees 


| ery has sent to other states a noti- 
fication that under a recent state court 
of appeals ruling motor trucks and busses li- 
censed by other states must pay certain Ken- 
tucky fees, but this state is able to extend full 
reciprocity on passenger Cars and trucks used 
to haul their owner’s goods. 

The notice was signed by Acting Revenue 
Commissioner Ward Oates, and Governor 


Johnson in approving it said he had instructed 
administrative officials to extend “all possible 
courtesies, especially to the military and to 
shipments in any way connected with defense,” 
and that he wanted “to eliminate every trade 
barrier as far as possible.” 

The notice stated that when other states 
extended the same privileges to Kentucky cars, 
this state could and would permit operation 
within its borders of any motor vehicle with- 
out the operator taking out a driver’s, or 
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chauffeur’s, license; that no registration or 
other fees would have to be paid if the car 
was used to transport its owner or his goods, 
but added that vehicles used for occasional 


trips for hire on coming to Kentucky will 
have to pay a $5 fee to the state motor trans. 
portation division plus a $2.50 fee for each 
trip. 


RP 
Michigan 


Gas Properties Purchased 


Moen Consolidated Gas Company on 
May lst announced purchase of the Gas 
Corporation of Michigan’s properties, includ- 
ing the Ludington, Greenville, Clare, and Mt. 
Pleasant distribution systems, at a reported 
price of $700,000. 

Gas Corporation of Michigan, owned by the 
Great Lakes Utilities, Philadelphia, was sold 
after a Federal ruling limiting the states in 
which holding companies may operate. Mt. 
Pleasant, Clare, and Greenville area converted 
to natural gas. Ludington operates on manu- 
factured gas. 


Trailer-bus Service 


‘TF paenaen of workers to and from 
the Ford Motor Company bomber plant 
at Willow Run, to be handled by the Detroit 


Street Railway, was recently complicated when 
the Ford Motor Company refused to allow 
within the gates of the plant the type of bus 
which the government determined should be 
used to carry workers to the huge factory, 

The proposed trailer-bus, suggested by 
Guy W. Richardson, local transport director of 
the Office of Defense Transportation, at a re- 
cent conference, is not the converted auto haul- 
away truck which is being tested by the De- 
troit Street Railway, but a 60-passenger vehicle 
hauled in tractor-trailer combination such as is 
used in the highway freight service. 

A renewed effort to solve the transportation 
problem was made on May Ist at a meeting of 
-Federal, Detroit, and Ford Motor Company 
officials. 

The trailers and tractors were to be f- 
nanced by ODT through the Defense Plant 
Corporation and leased to the DSR on a pur- 
chase-sale plan. 


ey 
Nebraska 


New District Proposed 


gee have reached the “agreement stage” 
for formation of a new 4-county rural 
public power district from the present Platte- 
Colfax and Boone-Nance districts, it was re- 
cently reported. 

The proposal involves the “divorce” of the 
Platte-Colfax division from the Loup River 


New 


Power Sales Restricted 


HE Buffalo Niagara Electric Corporation 

early this month notified its customers us- 
ing 25-cycle current—mostly industrial com- 
panies—that effective immediately they can- 
not receive power in excess of the maximum 
measured demand during any month in the 12- 
month period ended January 31, 1941. 

The only exceptions are in individual in- 
stances, where the increase is less than 100 
kilowatts, or if the increase has been author- 
ized specifically in advance by the War Pro- 
duction Board’s director of industry opera- 
tions, 

The limitation notice was issued at the di- 
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Public Power District. Proponents contend 
consolidation would effect economies and make 
administrative work more practical. 

C. B. Fricke, Loup district rural division 
chairman, said A. B. Sorenson, Lincoln, was 
drafting plans for the new district, which 
would require approval of the state engineer’s 
office before the consolidation may be made. 
The districts serve 943 customers. 


York 


rection of a recent WPB order to meet the 
threatened power shortages. 


Soldiers’ Free Ride Opposed 


Mie LaGuardia informed the city coun- 
cil recently that he disapproved the pro- 
posal to provide free transportation on the 
city transit system for men in the armed serv- 
ices. The mayor said it would be costly to the 
city and the taxpayers and pointed out that 
no railroad in the country had granted the 
privilege of free rides. : 

When the men are traveling on duty, their 
transportation is paid and the mayor said he 
did not believe that the Federal government 
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or the men themselves expected free rides. Mr. 
LaGuardia also made a point of the difficulty 
in identifying men in the service because of 
the large variety of uniforms involved. 

After receiving the mayor’s message, Vice 
Chairman Joseph T. Sharkey, Democratic 
leader of the council, said that members of his 
bloc would study the matter to determine 
whether free transportation could be provided 
by local law. The council filed its resolution 
asking the state legislature to pass the Guida 
pill, which provided for free rides. 

Governor Lehman on May 4th, at the re- 
quest of Mayor LaGuardia, vetoed the John- 
son bill providing for free transportation of 
all men in the uniforms of the fighting forces 
of the United Nations on the New York city 
rapid transit and ferry lines. 


Bus Ban Ruling Nullified 


OLICE Commissioner Valentine’s action in 

excluding interstate busses from New York 
city’s midtown section was nullified by the 
court of appeals last month in a unanimous 
decision. Chief Judge Irving Lehman, in the 
court’s opinion, declared that “the regulation 
promulgated by the police commissioner is void 
so far as it transcends the authority vested in 
him.” 

He added that “doubtless the exclusion of 
such vehicles from the streets of a district 
will tend to relieve congestion there, and to 
facilitate the movement of the other vehicles 
permitted to use the street, but, in our opinion, 
no reasonable construction of § 435, however 
broad, would justify the inclusion in the power 
to regulate traffic an incidental power to ex- 
clude completely from a large and important 
district of the city the movement of busses 
used for the carriage of passengers in inter- 
state commerce and to deny to such busses the 
right to use as terminal private property with- 
in this district.” 


» 


OF EVENTS 
Read Own Meters 


XIGENCIES of the war will make residential 
and small commercial consumers of gas 
and electricity their own meter readers in all 
areas of the Niagara~Hudson system where the 
company meter reader must use an automobile 
to get around, under a plan announced on April 
30th by the state public service commission, to 
relieve a shortage of company meter readers 
and conserve gasoline and automobile facilities. 
Under the plan monthly meter readings by 
the company will be eliminated and bimonthly 
or quarterly readings will be substituted, ex- 
cept in the areas where the consumers may be- 
come their own meter readers or accept esti- 
mated readings for a month or months during 
which the meters will not be read by the com- 
pany. 

Consumers who elect to read their own 
meters will be supplied with stamped printed 
post cards addressed to the company, and on 
which the hand on each dial of the meter will 
be marked. 

If a power consumer elects to take a com- 
pany’s estimated reading, or if the reading card 
is not returned promptly, the company will esti- 
mate the consumption for billing purposes on 
the basis of the comparable months of the pre- 
ceding year, preceding month, or other avail- 
able information. 


Free Pass List Cut 


| pereaeney on May Ist only the 35,000 em- 
ployees of New York city’s unified transit 
lines were entitled to free passes and about 
20,000 passes that had been honored for many 
years, including the two years since transit 
unification, were canceled. 

Since and before unification about 55,000 
free passes a year were issued for rides on the 
lines now comprising the New York city transit 
system. 


Ohio 


Plant Cost Probe Authorized 


MPLOYMENT of former State Examiner 

Stephen A. Ryan to make a special in- 
vestigation of the cost of building the new 
municipal light plant was authorized recently 
by the Cleveland city council, which unani- 
mously supported the recommendation of 
Mayor Frank J. Lausche. 

Scheduled to have been completed more 
than a year ago, the plant still is not in its 
full operation of 37,500 kilowatts. Its original 
estimated cost of $5,461,000 already has been 
— by $1,015,000, with the end not in 
sight, 

Ryan, who two years ago uncovered graft 
amounting to $165,000 in city coal purchases, 
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has been serving as an auditor for the Defense 
Plant Corporation, a subsidiary of the Recon- 
struction Finance Corporation, in Wichita, 
Kansas. He would be offered a contract with 
the city at a salary based on an annual rate of 
$4,500, although he will be paid only for the 
time spent on the investigation. 


Gas Rate Change Ordered 


HE state supreme court on April 22nd re- 

turned to the state utilities commission 
the Columbus 53-cent gas rate controversy 
with definite instructions to “compute a rate 
in the long-approved and _ well-established 
method on the basis of the actual purchases 
of natural gas which was served to the city.” 
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This action by the supreme court was said 
to mean that the 53-cent rate must be increased 
by the state commission, possibly to a figure 
approximately 55 or 56 cents, observers pointed 
out. 

In remanding the case back to the commis- 
sion the court branded as “confiscatory” the 
“arbitrary reduction of the rate of return upon 
the property used and useful as previously 
found and allowed.” 

The court took strong issue with the com- 
mission’s method in arriving at the 53-cent rate 
last October, after the court had previously 
remanded the case to the commission with in- 
structions to delete the cost of manufacturing 
inert gas for the year ending December 31, 


1937, which amounted to $110,908, and to re. 
vise the rate after such deletion. At that time 
the supreme court held the rate of 56.22 cents 
was excessive because the cost of the stabiliz. 
ing procedure had not been deleted. 

Not only did the court, in its recent decision, 
order the commission to reinsert the 40 per 
cent of the cost of litigation, disallowed by 
the commission last October in fixing the 53. 
cent rate, but it also termed as illegal the 
method employed by the commission in mak- 
ing an approximate 7 per cent deduction on 
the valuation of company properties, based 
upon the finding that inert gases were mixed 
with natural gas to the extent of 7 per cent 
by volume. 


Pennsylvania 


PUC to Put State on Rails 


HE state public utility commission last 

month tackled the job of putting Penn- 
sylvania’s mass transportation traffic back on 
rails, as far as possible, and conserving sup- 
plies of gasoline, tires, and existing bus equip- 
ment. Announcing a new war-time transpor- 
tation policy, the commission scheduled for 
May Ist at Harrisburg the first of a series of 
hearings to put into effect a virtual reorgan- 
ization of existing transportation systems. The 
following results are expected: 

1. The street car will get the right of way, 
wherever possible, and competing bus lines will 
be discontinued. 

2. Passenger traffic will be diverted to street 
— and railroad lines from present bus 
ines. 

3. New bus routes and extensions to exist- 
ing routes will be permitted only to serve de- 
fense workers, military or naval establish- 
ments, or where the service will aid the war 
effort. 

4. Chartered bus service is prohibited, after 
May 4th, without special permission, except 


for special busses for men of the armed 
forces, recreational activities at military posts, 
and transportation of students and teachers to 
and from school only. 

The commission promised to require the 
discontinuance of bus and trolley coach 
(trackless trolley) service over routes where 
street cars operate or can be operated. The 
same ban applies to part-time bus service along 
trolley routes. 


“Group” Service Discontinued 


a Greyhound Lines, Inc., last 
month advised the state public utility com- 
mission that in order to conserve tires, gaso- 
line, and busses, it had discontinued its “group 
and party” service for the duration of the war. 
The move will conserve tires and other equip- 
ment for the company’s regularly scheduled 
service. 

The company, however, will continue to 
transport selectees, and any other group of 
persons designated by the proper Federal au- 
thorities in connection with the nation’s war 
effort. 


South Carolina 


Santee-Cooper Rates Revealed 


§ jpn state public service commission last 
month approved a contract of the Carolina 
Power & Light Company, of Raleigh, under 
which this company will purchase annually 
from the Santee-Cooper development 48,000,- 
000 kilowatt hours of electric energy at a rate 
of 54 mills per kilowatt hour. The total 
annual cost to the company would be $264,000 
at this rate. 

This was believed to be the first public dis- 
closure of rates charged by Santee-Cooper, the 
new $57,500,000 publicly owned hydroelec- 
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tric project in the lower part of the state. 
It was learned on April 29th, however, that 
in contracting last year with the South Caro- 
lina Power Company, of Charleston, for the 
sale to it of 48,000,000 kilowatt hours annually, 
the Santee-Cooper charged 54 mills. ' 
The contracts with Carolina Power & Light, 
which operates extensively in the eastern sec- 
tion of the state, and with the South Carolina 
Power Company, are for the sale of approxi- 
mately one-fourth of the estimated total firm 
energy capacity of the big new project. It is 
estimated that Santee-Cooper’s maximum Ca- 
pacity of prime, or firm, energy, will be about 
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400,000,000 kilowatt hours annually. The two 
contracts with the privately owned power con- 


cerns call for an annual delivery of firm power 
amounting to 96,000,000 kilowatt hours. 


Tennessee 


TVA Tax Fund Claims Upheld 


HANCELLOR Thomas A. Shriver of David- 

son county ruled on April 23rd that the 
state of Tennessee has the authority to reim- 
burse municipalities from tax replacement 
funds paid the state by the Tennessee Valley 
Authority. His decision was contained in a 
written opinion in the declaratory judgment 


suit of Nashville, Chattanooga, and Loudon 
against the comptroller, treasurer, and com- 
missioner of finance and taxation of the state. 

Although Chancellor Shriver declined to 
grant decrees to effectuate the payment, he 
declared that amounts due the complainant 
cities from the state were: Chattanooga, $16,- 
478.60; Nashville, $5,823.83; and Loudon, 
$1,248.75. 


Texas 


Escape Trust Laws 


! patos between municipalities and cor- 


porations do not furnish basis for anti- 
trust law violations, the state supreme court 
held on April 29th. 

A suit had been filed in Travis county by 
Attorney General Gerald C. Mann alleging 
that a contract between Yorktown (DeWitt 
county) city officials and Central Power & 
Light Company violated the antitrust statutes 
because it provided that the city would not 
build a municipal power plant within ten years 
after the agreement was made, October 18, 


1937. Prior to signing of the contract, voters of 
Yorktown had approved a municipal bond is- 


sue which was to be used to pay for a power 


plant. 

Chief Justice James P. Alexander wrote 
that the legislature, in passing the antitrust act, 
“clearly intended to prevent any restraint of 
trade, but a majority of the court does not con- 
sider a municipal corporation one that might 
enter into a contract in restraint of trade.” The 
city of Yorktown was not a party to the suit, 
Alexander wrote, and would be “a necessary 
party to a suit to cancel any agreement made 
by it for its benefit.” 


Utah 


Power Company Fined 


ro that the attitude of the com- 
pany’s officers “is bordering on defi- 
ance,” the Utah Public Service Commission 
on April 30th assessed a penalty of $1,000 
against the Telluride Power Company for 
“knowingly and willingly” failing to comply 
with commission orders to adopt an approved 
uniform system of accounts. 

“Upon the record,” the commission said in 
its penalty order, “the commission concludes 
that the company has deliberately and con- 


tumaciously undertaken to twist the reclassi- 
fication of its accounts into a reaccounting and 
revaluation of its properties to the end that it 
might not suffer ‘valuation deductions.’ ” 

The order was first issued on March 29, 
1937, and supplemented later. Officers of the 
company were called into formal hearing be- 
fore the commission on October 30, 1941, and 
the matter was submitted for decision on No- 
vember 8th. . 

The Telluride Power Company operates in 
Millard, Beaver, Sanpete, Sevier, Piute, and 
Garfield counties. 


Virginia 


Refinancing Plan Approved 


bent $37,000,000 refinancing plan of the Vir- 
ginia Public Service Company was ap- 
proved last month by the state corporation 
commission, 

The order also authorized the dissolution of 
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three wholly owned subsidiaries. Operating in 
44 Virginia counties and in limited areas of 
West Virginia and North Carolina, the Alex- 
andria utility firm was authorized to offer for 
sale at competitive bidding $26,000,000 in first 
mortgage bonds and $10,500,000 in sinking- 
fund debentures. 
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Funds received from the sale will be ap- 
plied to the retirement of all presently out- 
standing long-term indebtedness of the com- 
pany and for construction requirements. The 


order authorized the dissolution of the Vir- 
ginia Public Service Generating Company, the 
Hampton Towing Corporation, and the Mid- 
dle Virginia Power Company. 


B 
Washington 


Bond Sale Planned 


HE Seattle City Light Department can 

finance the proposed addition to Ross dam 
cheaper than by going through the Federal 
government, city officials said recently as 
Lighting Superintendent E. R. Hoffman re- 
quested authorization from the city council 
for an $8,300,000 bond issue. 

After months of negotiation, the best offer 
the Federal government could make was an 
RFC loan at 4 per cent interest, Hoffman and 
Councilman Bob Jones said. The last big City 
Light bond issue, made recently, was pur- 
chased at a 3.016 per cent effective interest 
rate. 

Declaring City Light’s present power out- 
put is 50 per cent greater than it was a few 
years ago, Hoffman said that from present 
indications the City Light system would be 
unable to generate sufficient energy in the win- 
ter of 1943-1944 without additional storage of 
water. 


Laws May Bar Jitneys 


TATE regulations on jitneys may be deter- 
S rent to their operation on any very large 
scale in Seattle, city officials said recently. 
They believe the transportation picture in- 
stead may include an increase in the practice 
of citizens pooling their private cars to take 
each other to work, thus saving expense, tires, 
and gasoline and reducing traffic congestion. 

Corporation Counsel A. C. Van Soelen, 
studying the jitney situation, which was being 
discussed at the city hall, said a 1933 state law 
requires a permit from the state license direc- 
tor for jitney operation and requires jitney 
operators to post surety bonds or public liabil- 
ity insurance for each car used, in the sum of 
$7,000. City officials understood it was diffi- 


cult for prospective operators to get such 
bonds, as the bonding companies are cautious, 


Dam Destruction Nearly 
Impossible 


gg sewage of the Skagit valley need have no 
fear of floods resulting from possible de- 
struction of power dams in that vicinity, rep- 
resentatives of Seattle City Light and the 
Puget Sound Power & Light Company said 
recently. 

Fearing that valley cities would be wiped 
out by floods if the dams were destroyed 
through sabotage or enemy attack, a local 
newspaper recently took issue with Governor 
Arthur B. Langlie on the matter of protecting 
the dams. Governor Langlie said the state was 
depending on private owners to protect the 
dams. The newspaper contended that flood 
control is a public responsibility. 

Declaring that all dams in the vicinity are 
protected adequately, representatives of both 
power companies declared that the possibility 
of destruction of the dams is extremely re- 
mote. Eugene R. Hoffman, superintendent of 
Seattle City Light, said it would take a sabo- 
teur “a week of preparation and a truck load 
of powder” to destroy any one of the dams. 
Even a direct hit by a large bomb would not 
result in destruction, Hoffman said. 

L. A. Williams, assistant to the president 
and in charge of plant protection for the 
Puget Sound Power & Light Company, also 
declared that the dams are protected ade- 
quately. He said his company’s dam at Con- 
crete was so constructed that a direct bomb 
hit would “only put a small hole in it.” 

Guards paid by the companies are on duty 
- all dams in the valley twenty-four hours a 

ay. 


Wisconsin 


Rate Change Ordered 


HE Wisconsin Gas & Electric Company 
was recently directed by the state public 
service commission to increase gas rates ap- 
proximately $12,500 a year to a number of 
large industrial users throughout its territory, 
and to decrease rates about the same amount 
to small users in Waukesha. 
The rate changes resulted from Waukesha’s 
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complaint that gas rates in that city were un- 
reasonable. 

More than sixty municipalities are supplied 
with gas by the company. Included are Cudahy, 
Ft. Atkinson, Jefferson, Kenosha, Lake Mills, 
Oconomowoc, Pewaukee, Racine, South Mil- 
waukee, Watertown, Waukesha, Whitewater, 
and a small area of Milwaukee. The company 
has the second largest number of gas cus- 
tomers in the state. 
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Utility Rulings 


Write-up Must Be Removed from Plant 
Account by Annual Charge to Surplus 


HE Federal Power Commission re- 

fused to change its order entered on 
December 6, 1940, in Re Northwestern 
Electric Co. 36 PUR(NS) 202, requir- 
ing the company to reclassify the amount 
of $3,500,000, found to be a write-up of 
plant accounts and to amortize this 
amount by annual charges to surplus of 
a sum equal to net income less preferred 
stock dividend appropriation. This 
amount had been placed in the Organiza- 
tion Account, said the commission, only 
to balance the same amount of outstand- 
ing stock, and the issue of the common 
stock was a “disguised gift by the pro- 
moters to themselves.” 

The company on rehearing announced 
that its only plan of disposition was the 
retention of the amount in Account 107, 
Electric Plant Adjustments. Its plan of 
disposition was one of “indisposition to 
do anything about it.” The commission 
ruled that valuation evidence was en- 
tirely irrelevant and immaterial, stating: 

It is asserted that we may not require the 
amortization of the $3,500,000 write-up, in- 
asmuch as the alleged present fair value of 
the property and assets of the company ex- 
ceeds the recorded amount for such prop- 
erty and assets, including this amount of 
$3,500,000. Reduced to its simplest terms, 
the company urges that its property account 
can be written up at will so long as it is able 
to support such manipulation by evidence of 
present fair value. By the same reasoning, it 


would follow that the plant accounts should 
be written down every time there is a de- 
crease in plant values. The recognition in 
the plant accounts of declines in the so-called 
fair value of properties during the recent 
long and severe depression would probably 
have brought disaster to most public utilities. 

The amounts to be honestly and properly 

recorded in a utility’s plant account should 

not be permitted to oscillate with the ebb and 
flow of economic tides. 

The commission observed that it 
would be entirely proper from an ac- 
counting viewpoint to order the $3,500,- 
000 item to be charged at once to earned 
surplus, but this was not done because 
it would create a large deficit in surplus 
account with consequent detriment to 
preferred stockholders. 

It had been urged that the order vio- 
lated the Fifth Amendment to the Con- 
stitution of the United States in that it 
deprived the company and the holders of 
the securities of property without due 
process and took the property without 
just compensation. The commission said 
there was no basis for this contention 
since neither the company nor its security 
holders were being divested of any prop- 
erty, and the company’s revenues and net 
income would not be diminished in the 
slightest by reason of writing out the in- 
flationary item from its accounts. Re 
Northwestern Electric Co. (O pinion No. 
56-A, Docket No. IT-5642). 


e 


Hearing by Examiner and Participation by 
Commission Staff Proper 


iy a proceeding to redetermine the 
compensation to be paid by a city for 
acquisition of electric property, after re- 
mand by the circuit court, the Wisconsin 
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commission overruled a motion that the 
hearing be continued until a quorum of 
the commission would be present. The 
motion was based on an allegation that 
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the proceeding, being essentially a con- 
demnation proceeding and quasi judicial 
in nature, required the attendance of the 
presiding officers of the tribunal. The 
commission also overruled an objection 
to the receipt of any evidence and testi- 
mony of any member of its staff. 

A statute authorizing the commission 
to delegate to agents the taking of testi- 
mony was held to be applicable to such 
a proceeding, and it was said to be phys- 
ically impossible for a quorum of the 
commission to preside at all hearings 
which arise under statutes relating to 
public utilities, railroads, motor trans- 
portation, and water power. The com- 
mission added: 

We have followed the practice authorized 

by § 196.24 of assigning agents to conduct a 
majority of the public hearings in utility 
acquisition and other proceedings and to take 
the testimony therein. This practice has 
been adopted and followed for so many 
years not only by this commission but by 
practically all administrative agencies, many 
of which also perform quasi judicial func- 
tions, that the practice is highly persuasive, 
if not conclusive, of the construction of 
statutes which would authorize such prac- 
tice. 


The commission agreed that it could 
not delegate to an agent or examiner the 
quasi judicial powers which it must ex- 
ercise in carrying out the provisions of 
the law, but, it was said, there had been 
no such delegation but only a delegation 
to take testimony. 

As to the objection to the receipt of 


evidence or testimony from members of 
the staff, the commission refused to ac- 
cept the proposition that the nature of 
its function “is that of an umpire in a 
contest of wits between the acquiring 
municipality and the utility involved.” 
The commission, as part of its duty in 
fixing just compensation, must make an 
investigation to determine what property 
is subject to acquisition and what is the 
value of that property. It is authorized 
to assess the expenses of such investiga- 
tion to the municipality. The commis- 
sion said further: 

No specific statutory provision requires 
introduction at the hearing of the results of 
the staff investigation. The introduction of 
testimony by our staff is legally permissible, 
and by inference may be compulsory. 
Evidence as to value consisted for the 

most part of testimony and exhibits 
tending to show what it would cost 
presently to reproduce the physical prop- 
erty involved, accrued depreciation, and 
going value. The commission did not de- 
termine what it considered to be correct 
or approximately correct figures for any 
separate estimate since the estimates, as 
furnished, were said to be as useful in 
the final determination of value as if 
separate determinations were made with 
respect to each such estimate. Commis- 
sioner Nixon, in a dissenting opinion, 
held that the amount fixed for compensa- 
tion was too high. He criticized many of 
the figures submitted. Re City of Med- 
ford (2-U-943). 


e 
Residence Telephone Not to Be Used for 


Sales Promotion 


PERMANENT injunction was granted 

by the circuit court, Milwaukee 
county, at the request of the Wisconsin 
Telephone Company, enjoining a sales 
promoter and others from using or enter- 
ing into or carrying out any agreement 
or contract for use of unlimited resi- 
dence telephone service for the purpose 
of soliciting other telephone subscribers 
to purchase theater tickets, flags, or 
other merchandise, for the sale of which 
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the defendants were promised or re- 
ceived compensation. The court found 
that such use was a violation of the terms 
of the contract for service to such 
solicitors. The court said: 

It is in evidence that these solicitations 
were made for a charity or an organization 
of a charitable or social aspect, but the court 
looks upon that ostensible purpose, that is, 
the so-called charitable end of this business, 
as subordinate to its real purpose. It 
amounted to no less than the purchase for a 
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consideration by the defendant Anderson of 
the use of the name of that charity or or- 
ganization which was employed in the sales 
work done by these solicitors. This finding 
is confirmed by the sales literature supplied 
by Anderson to the solicitors. It is con- 
firmed by the testimony of Miss Fries, one 
of the solicitors; before the exhibit con- 
taining the language to be employed was in- 
troduced and received in evidence, there was 
the representation, testified to by Miss Fries, 
contained in the exhibit later identified and 
received, that the solicitor was a member of 
the organization named and was calling on 
its behalf. This was untrue, and it was 
known by Mr. Anderson, as well as by the 
solicitor using the device, to be untrue. It 
was used to mislead other subscribers to the 
service of the plaintiff who were charitably 
inclined or credulous, and the court has no 
doubt that it did mislead hundreds of people 


to contribute to charities that received a 
very insignificant amount of the money col- 
lected by the collectors who delivered the 
tickets. ... 

The plaintiff owes a duty to all of its sub- 
scribers to protect them from the abortive 
or improper uses of its facilities. It is prop- 
erly in court in this case’on that score as 
well as on the principle that those using its 
residence facilities under the tariffs on file 
and under the statutes of this state for busi- 
ness purposes were unlawfully using such 
facilities. To permit their continued use or, 
more properly, abuse, in this manner would 
be to discriminate against the professional 
man and the businessman who pays the 
proper rates for business facilities as dis- 
tinguished from the residence rates. 


Wisconsin Telephone Co. v. Anderson 
et al. 


e 


Bus Substitution for Street Cars Ended 


HE program for substitution of 
busses for cars on tracks is inter- 
rupted by reason of the war. Recogni- 
tion of this fact is noted in a decision of 
the New York commission denying a 
petition for authority to substitute 
busses in the city of Buffalo. There was 
said to be little question that the physical 
conditions made substitution desirable 
under ordinary or normal conditions, 
but, said the commission: 
... conditions are not ordinary or normal. 


The rationing of tires and gasoline will no 


doubt continue to reduce the use of per- 
sonal automobiles and increase the traffic on 
public transportation vehicles. This situa- 
tion already requires practically all available 
busses, will undoubtedly continue to do so, 
and may require the rationing of busses. 
Under these conditions all trolley cars now 


in service should be continued and busses 
otherwise available reserved for emergency 
use. 


The commission referred to the order 
issued by Joseph B. Eastman, director 
of the Office of Defense Transportation, 
providing, among other things, that no 
carrier by railroad in respect of the 
transportation of passengers should 
substitute busses for vehicles operated 
on rails over any existing line or route 
without authority of the Office of De- 
fense Transportation. The commission 
said that in view of all the facts the peti- 
tion should be denied without prejudice 
to renewal after the national emergency 
has passed. Re International Railway 
Co. (Case No. 10,688). 


Depletion of Gas Supply Compels 
Service Abandonment 


6 eve Cabot Gas Corporation, which 
constructed a line from Pennsyl- 
vania to furnish service in Monroe 
county, New York, under authority of 
the New York commission in 1936, has 
been authorized by the Federal Power 
Commission to abandon its natural gas 


pipe line and other property located in 
Monroe county by sale and transfer to 
the Rochester Gas & Electric Corpora- 
tion. Authority was granted because the 
supply of natural gas available to the 
parent company from which the supply 
was obtained in northern Pennsylvania 
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and southwestern New York is depleted 
to a point where it can scarcely meet its 
obligations to the transmission company 
and others in that area to deliver gas in 
the remaining months of 1942. 

The commission said that it was of 
significance to note that the manner in 
which the natural gas reserves in the 
New York-Pennsylvania gas fields were 
dissipated was due largely to the lack of 
either state or Federal conservation laws 
regulating the production of natural gas 
in those states. It was said to be appar- 
ent that the construction and operation 
of the 92-mile 14-inch transmission pipe 
line was an improvident venture. 

As pointed out by the commission, 
Commissioner M. C. Burritt of the New 
York commission had opposed the con- 
struction of the pipe line, a part of which 
is now to be abandoned, and his opposi- 
tion was based upon the adverse effect 
on the public of the dissipation of the 
reserves of natural gas for unnecessary 
and low-grade fuel purposes. Re Cabot 


e 


Gas Corp. (NY 1936) 16 PUR(NS) 
443. Although the state commission per- 
mitted construction, the chairman and 
one of the other two commissioners who 
approved the construction had submitted 
memoranda in that case in which they 
expressed regret of the fact that such 
dissipation of the reserves was not pre- 
ventable. 

The very considerable investment 
which customers had made in gas equip- 
ment, such as ranges, water heaters, re- 
frigerators, and other appliances, said 
the commission, would be lost if manu- 
factured gas were not available when 
natural gas ceases. The Rochester com- 
pany, it was said, had shown its sense 
of obligation to continue to serve with 
manufactured gas and was ready, will- 
ing, and able to furnish such gas with 
the minimum of interruption and in- 
convenience to customers upon the con- 
summation of the proposed transfer. Re 
Cabot Gas Corp. (Opinion No. 74, 
Docket No. G-227). 


Commission Cannot Supplement Statutory 
Rule on Cooperatives 


N a hearing relating to rules and 
regulations governing extensions 
by electric utilities a proposal was made 
in behalf of rural electric codperatives 
that the commission adopt a rule for 
hearings on filings under § 196.49 (2), 
Statutes, by cooperatives to reserve 
territory. Under the proposal the co- 
Operative making the filing would send 
written notices to each electric utility 
serving in the affected territory, and 
within ten days the utility could request 
a hearing on the filing. 

The commission considered that it 
was without statutory power to make 
such a rule. It stated: 

Section 196.49(2) provides that if a rural 
electric codperative makes certain filings 
with the commission, no public utility may 
extend facilities or operate in the territory 
covered by the filing for six months; or in 
the case of a cooperative which has entered 
into a loan agreement with a Federal agency, 
for twelve months, Our function under 
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such statute is purely ministerial, and we 
have no duty other than to receive maps and 
other documents which a codperative files 
pursuant to such statute. It would be desir- 
able for codperatives to notify affected utili- 
ties of such filings, but we have no jurisdic- 
tion over cooperatives to require them to 
furnish such notice. 


Rules and regulations prescribed by 
order of the commission in 1938 were 
rescinded and canceled and new rules 
adopted to govern the construction, in- 
stallation, or placing in operation of pub- 
lic utility facilities by a public electric 
utility. The wording of some of the rules 
was clarified. In this connection the com- 
mission said: 

In its proposed revision of rules relating 
to the extension of rural electric lines, the 
staff simplified the language of existing 
rules and with the agreement of the rural 
electric codperatives, provided for a reduc- 
tion of cases in which utilities must file 
notice of intention to extend. Questions 
were raised in the hearing.as to what was 
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meant by the staff’s recommended rule that 
commission authority must be secured to 
construct, install, or place in operation “any 
line to furnish service to premises which are 
closer to, and within 1,000 feet of, an exist- 
ing line of another electric utility or codp- 
erative association.” The staff, therefore, 
amended such rule to insert the words “ir- 


e 


respective of town boundaries” ahead of 
“any line” and the words “less than 15,000 
volts of” after the words “existing line of.” 
This amendment answered the questions 
raised by utilities. 


Re Extension of Electric Transmission 
Lines by Electric Utilities (2-U-20). 


Cost of Rate Investigation Assessed against 
Utility Company 


Tt appellate court of Indiana, in 
overruling a contention that costs 
incidental to a rate investigation and as- 
sessed against the public utility com- 
pany involved were vacated when the 
commission order of which they were 
a part was permanently enjoined by the 
Federal court, said: 
It is our opinion that the authority to tax 
costs in such investigations by the public 
service commission is not conditional upon 


the validity of the order establishing rates; 
the purpose of the statute was to charge the 


costs and expenses of the public service com- 
mission for investigations made for rate- 
making purposes to the public utilities, 
whose properties were being investigated. 
Such investigation and the service incidental 
thereto are for the benefit of the corpora- 
tion and the customers whom they serve. 
It seems only fair, therefore, that such util- 
ity should be required to meet the charges 
incidental to such investigation rather than 
to impose the burden generally upon the 
taxpayers. 


State ex rel. Thompson v. City of Green- 
castle et al. 40 NE(2d) 388. 


e 


Stated Value of Stock Reduced to Permit 
Dividend Payment 


HE United Corporation, a regis- 

tered holding company organized 
under the laws of Delaware, was per- 
mitted by the Securities and Exchange 
Commission to reduce the stated value 
of its outstanding $3 cumulative prefer- 
ence stock from $50 per share to $5 per 
share, without altering any of the rights 
of the preference stockholders with re- 
spect to their priority, preferences, or 
voting power. The liquidating value of 
$50 per share, the redemption price of 
$50 per share, and the dividend rights 
are not affected. 

The reason stated for this reduction is 
the provision of the Delaware laws 
seeming to provide, in effect, that divi- 
dends shall not be declared or paid by a 
corporation if the value of its property 
has depreciated to an amount which is 
less than the aggregate amount of capi- 
tal represented by the outstanding stock 
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entitled to a preference upon the dis- 
tribution of assets. 

Testimony was offered to the effect 
that, in the opinion of the management, 
the true value of the company’s portfolio 
exceeded the liquidating value of $50 
per share. Nevertheless it was testified 
that dividend declarations had been 
withheld principally because the indi- 
cated market value of the portfolio had 
been exceeded by the present stated 
value of the preference stock, and it was 
sought to avoid the risk of being con- 
fronted by some stockholder who might 
conclude that there was an impairment 
in the preference stock capital. 

This restatement, the commission con- 
cluded, would not be detrimental to the 
public interest or the interest of inves- 
tors or consumers, pursuant to the 
standards of §7(e) of the Holding 
Company Act relating to alteration of 
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priorities, preferences, voting power, or 
other rights. It would facilitate the flow 
of available earnings to the company’s 
senior security holders. 

The commission, however, in order to 
assure itself that the proposed restate- 
ment would in no way result in any im- 
pairment or alteration of the protective, 
preferential, or other substantive rights 
of the holders of the preference stock, 
imposed a condition requiring that any 
charge whatsoever to an account to be 
designated as capital surplus arising 
from the reduction of preference stock 
capital should be subject to commission 
approval. 

The commission cautioned that it was 


T was ruled by the supreme court of 
Washington that a motor carrier hav- 
ing a common carrier permit and comply- 
ing with regulations pertaining to com- 
mon carriers, except that he charged a 
lower rate, was not a common carrier en- 
titled to recover the difference between 
the rate received and the rate prescribed 
for a common carrier, where he entered 
into a contract to haul for the defendant, 
and only 1 or 2 per cent of his. hauling 
was for others, and then only spasmodi- 
cally. Miles v. Enumclaw Codperative 
Creamery Corp. 121 P(2d) 945. 


The Pennsylvania commission termi- 
nated an inquiry to determine in what 
respect the purchaser of water facilities 
had failed to comply with the Public 
Utility Law and what penalty should be 
imposed and what the respondent should 
do in the future to correct any violation, 
upon a showing that the respondent had 
filed an application for authority to 
operate a water system which it had 
originally acquired from a mining com- 
pany for salvage but which it had con- 
tinued to use when houses in the aban- 
doned mining community continued to 


making no findings with respect to the 
fairness or equitableness of the dis- 
tribution of voting power among the 
company’s security holders, but was 
merely finding that the distribution of 
voting power remained unaffected. The 
question of distribution is involved in a 
pending proceeding under § 11(b) (2) 
of the act. 

Other issues in that proceeding as to 
which the commission expressed no 
opinion involved the justification for 
more than one class of stock in the se- 
curity structure and the necessity for 
the continued existence of the company. 
Re United Corp. (File No. 70-505, 
Release No. 3391). 


e 


Other Important Rulings 


be occupied and to use the service. Pub- 
lic Utility Commission v. Yablonski 
(Complaint Docket No. 13498). 


The supreme court of Iowa has ruled 
that a municipality has statutory av- 
thority to construct transmission lines 
for the distribution of electricity pur- 
chased by the city for resale to its in- 
habitants and to pay for such construc- 
tion out of future earnings, although it 
does not own an electric light or power 
plant, such lines constituting a plant 
within the meaning of the governing 
statute. Poor v. Incorporated Town of 
Duncombe et al. 2 NW (2d) 294. 


The supreme court of Ohio held that 
the commission has statutory authority 
to order a railroad company to discon- 
tinue the practice of permitting its yard- 
masters to depart from their supervisory 
and administrative duties in order to 
operate signals during the switching of 
cars when there is substantial evidence 
tending to show that confusion and 
danger result therefrom. New York 
Central Railroad Co. v. Public Utilities 
Commission, 40 NE (2d) 429. 


Nore.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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FEDERAL POWER COMMISSION 


Re St. Croix Falls Minnesota 
Improvement Company 


[Docket No. IT-5669.] 


Re St. Crotx Falls Wisconsin 


Improvement Company 


[Docket No. IT-5670.] 
[Opinion No. 72.] 


Accounting, § 24.1 — Construction profits to affiliate. 
1. Profits to an affiliated company from construction work performed for 
electric companies subject to the jurisdiction of the Federal Power Com- 
mission are not a proper part of the cost of electric plant of those com- 
panies, but instead represent write-ups or inflation properly included in 
Account 107, Electric Plant Adjustments, p. 4. 


Intercorporate relations, § 16 — Payments to affiliates — Construction company. 
2. It is impossible and unrealistic to attempt to determine whether profits 
paid to an affiliated construction company are reasonable profits, since 
comparison of over-all costs, including the affiliated company’s profit, with 
what might have been cost, if actual competition for the work had ex- 
isted and if the work had been done by a nonaffiliated construction com- 
pany, is sheer speculation, p. 4. 


Accounting, § 24.1 — Payments to affiliates — Charge to earned surplus. 
3. Amounts properly classifiable, pending disposition, in Federal Power 
[1] 1 43 PUR(NS) 
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Commission Account 107, Electric Plant Adjustments, and representing 
payments to affiliates which had no place in plant accounts should be dis. 
posed of by an immediate charge-off to Earned Surplus Account, p. 9, 


Accounting, § 24.1 — Payment to affiliates — Acquisition costs. 
4. Amounts paid to an affiliated management company in connection with 
the acquisition of property should be removed from Federal Power Com. 
mission Account 100.5, Electric Plant Acquisition Adjustments, by a charge 
to Account 271, Earned Surplus, where no services were rendered by the 
management corporation in connection with the acquisition, p. 9. 


Accounting, § 25 — Interest during construction — Property acquired. 


5. Interest during construction should not be capitalized when no plant was 
constructed but a plant already in operation was acquired, p. 9. 


Accounting, § 32 — Acquisition costs — Amortization. 
6. An amount classified in Federal Power Commission Account 100.5, 
Electric Plant Acquisition Adjustments, arising out of the acquisition of 
property and representing an excess over original cost, should be charged 
off immediately or spread over a reasonable period of time, p. 9. 


Accounting, § 28 — Depreciation — Amortization. 
7. Tangible fixed assets are generally subject to depreciation accounting 
and intangibles to amortization accounting, but the label is unimportant, 
whether depreciation or amortization, if the substance of allowance is ade- 


quately preserved, p. 9. 


Accounting, § 32 — Excess of corporate costs over original cost — Amortization, 
8. An amount in the Electric Plant Acquisition Adjustments Account rep- 
resenting excess of corporate costs over original cost of properties acquired 
should be disposed of by amortization over a reasonable period, p. 9. 


(Draper, Commissioner, dissents in part.) 


[February 17, 1942.] 


- under Federal Power Act relating to accounting 
entries to be made in books of regulated companies; account- 
ing requirements prescribed. 


APPEARANCES: A. Louis Flynn, by 
Helmer Hansen, and A. William 
Groth, for St. Croix Falls Minnesota 
Improvement Company and St. Croix 
Falls Wisconsin Improvement Com- 
pany; George Slaff and Reuben Gold- 
berg, for the Federal Power Commis- 
sion; Asel R. Colbert, for the Public 
Service Commission of Wisconsin. 


By the Commission: This proceed- 
ing arises under the Federal Power 
Act and relates to the Uniform Sys- 
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tem of Accounts for Public Utilities 
and Licensees prescribed by the Fed- 
eral Power Commission and to at- 
counting entries to be made in the 
books of respondents ? pursuant to this 
system. 

The proceeding was commenced up- 
on our orders to the respondent com- 





1 We shall refer to St. Croix Falls Minne- 
sota Improvement Company sometimes as “the 
Minnesota Company” and to St. Croix Falls 
Wisconsin Improvement Company as “the 
Wisconsin Company.” We shall sometimes 
refer to the two companies as “respondents 
or “the St. Croix Companies.” 
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panies to show cause why certain pro- 
posed entries in their reclassification 
studies, submitted pursuant to Electric 
Plant Instruction 2-D? of our Uni- 
form System of Accounts, should not 
be adjusted to conform to recommen- 
dations previously made by our staff 
and served upon the respondents and 
why disposition should not be made of 
amounts established in Accounts 100.5, 
Electric Plant Acquisition Adjust- 
ments, and 107, Electric Plant Adjust- 
ments. Hearings were held March 31, 
1941, to April 5, 1941, inclusive. 


Jurisdiction of the 
Federal Power Commission 


The facts show, and it is conceded 
for purposes of this proceeding, that 
respondents own and operate facili- 
ties used in the transmission and sale 
of electric energy at wholesale in in- 
terstate commerce, and they are there- 


fore public utilities within the meaning 
of that term as used in the Federal 
Power Act. 


The Issues Involved 


On November 20, 1939, St. Croix 
Falls Minnesota Improvement Com- 
pany and St. Croix Falls Wisconsin 
Improvement Company, sometimes 
hereinafter referred to as the “St. 
Croix Companies,” submitted purport- 
ed reclassifications of their electric 
plant accounts as of January 1, 1937, 
including proposed adjusting entries. 
Under similar requirements of the 
Public Service Commission of Wis- 


consin, the St. Croix Falls Wisconsin 
Improvement Company filed an iden- 
tical reclassification study with that 
Commission. 

In its reclassification and original 
cost studies filed with the Federal 
Power Commission, Minnesota Com- 
pany reclassified the amount of $1.,- 
866,711.62 in Account 100.1, Electric 
Plant in Service, and $12,954.10 in 
Account 100.5, Electric Plant Acqui- 
sition Adjustments. 

The adjustments reflected by the 
Minnesota Company in its studies re- 
sulted in the reduction of its electric 
plant accounts by a net amount of 


$654,535.83. 


The Wisconsin Company in its re- 
classification and original cost studies 
reflected the amount of $1,569,835.91 
in Account 100.1, $211.69 in Account 
100.5, and $654.65 in Account 110, 
Other Physical Property. The adjust- 
ments reflected by the Wisconsin Com- 
pany reduced its electric plant and 
other physical property accounts by a 
net amount of $487,172.95. 

A report on the examination of the 
respondents’ original cost studies was 
prepared by the Commission’s staff 
after a field examination and served 
upon the St. Croix Companies on 
June 14, 1941, with a written re- 
quest that they adjust their proposed 
reclassifications to conform therewith. 
The staff proposed in such report that 
the Minnesota Company submit plans 
of disposition for an amount of $15,- 
790.96 included in Account 100.5, 





_*“Not later than two years after the effec- 
tive date of this system of accounts, each 
utility shall have completed the studies neces- 
sary for classifying its electric plant as of the 
effective date of this system of accounts in ac- 
cordance with the accounts prescribed herein 
and it shall submit to the Commission the en- 
tries it proposes to make to carry out the 


provisions of this instruction. It shall submit 
also a comparative balance sheet showing the 
accounts and amounts appearing in its books 
as of the effective date of this system of ac- 
counts and the accounts and_ respective 
amounts as of the same date after the pro- 
posed entries shall have been made.” 
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Electric Plant Acquisition Adjust- 
ments, and an amount of $57,727.04 ® 
included in Account 107, Electric 
Plant Adjustments. The Wisconsin 
Company was requested to submit dis- 
position plans for the amount of 
$211.69 in Account 100.5, Electric 
Plant Acquisition Adjustments, and 
the amount of $42,446.94 included 
in Account 107, Electric Plant Adjust- 
ments. The St. Croix Companies de- 
clined to make all the adjustments in 
the staff report and failed to present 
plans for disposing of the above-men- 
tioned amounts. 


There are three main issues involved 
in this proceeding: 

(1) Whether the profits of an af- 
filiated company resulting from con- 
struction work done for an operating 
utility represent cost of the utility’s 
property, or write-ups includible in 


Account 107. 

(2) The disposition of amounts es- 
tablished in Account 107. 

(3) The disposition of amounts es- 
tablished in Account 100.5. 


Affiliated Company Profits 


[1,2] We turn first to the problem 
of whether the construction profits of 
an affiliated company represent cost of 
a utility company’s property.* 

The Minnesota Company and the 
Wisconsin Company were caused to 


be organized in 1903 by the Minneapo- 
lis General Electric Company, “or by 
parties in control of that company,” 
and both companies were and are whol. 
ly owned subsidiaries of Minneapolis 
General Electric Company. 

As of February 1904 Stone & Web. 
ster, a partnership with wide utility 
holdings, owned of record 2,789 
shares, or 11.1 per cent, of the total 
outstanding voting stock of Minneap. 
olis General Electric Company, and on 
January 1, 1906, owned, of record, 
2,981 shares, or 11.9 per cent, of such 
stock. Moreover, a considerable num- 
ber of shares of such stock were then 
held by persons affiliated with, em- 
ployed by, or related to Messrs. Stone 
and Webster. During 1905, 1906, 
and 1907, Stone & Webster had man- 
agement contracts with Minneapolis 
General Electric Company for the 
management of the latter’s property. 

Between June 26, 1901, and Janu- 
ary 19, 1904, the executive committee 
of the board of directors of Minne- 
apolis General Electric Company con- 
sisted of Messrs. E. S. Webster, C. A. 
Stone, and H. K. White. Messrs. 
Stone and Webster were the original 
and senior partners in the firm of 
Stone & Webster. Subsequent to Jan- 
uary 19, 1904, through October 22, 
1906, the executive committee was 
composed of E. S. Webster, H. K. 





8 These amounts were thereafter revised, 
as will be hereinafter pointed out. 

4We use the term “affiliated company” as 
synonymous with the term “associated com- 
pany” as defined in our System of Accounts. 
The pertinent definitions are contained in 
Definition 5 of the Uniform System of Ac- 
counts : 

“A. ‘Associated companies’ means compa- 
nies of persons that, directly or indirectly, 
through one or more intermediaries, control, 
or are controlled by, or are under common 
control with, the accounting company. 

“B. ‘Control’ (including the terms ‘control- 
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ling,’ ‘controlled by,’ and ‘under common cot- 
trol with’) means the possession, directly or 
indirectly, of the power to direct or cause the 
direction of the management and policies of 
a company, whether such power is exercised 
through one or more intermediary companies, 
or alone, or in conjunction with, or pursuant 
to an agreement, and whether such power 1 
established through a majority or minority 
ownership or voting of securities, common di- 
rectors, officers, or stockholders, voting trusts, 
holding trusts, associated companies, contract, 
or any other direct or indirect means.” 
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White, and Henry G. Bradlee. Brad- 
lee held an important position with 
Stone & Webster. The meetings of 
the executive committee of Minneapo- 
lis General Electric Company were 
regularly held in the offices of Stone 
& Webster in Boston. Article 11 of 
Minneapolis General Electric Com- 
pany’s Articles of Incorporation pro- 
vided : 

“The board of directors shall have 
the entire management of the business 
of the corporation. The board 
of directors is hereby vested with all 
the powers of the corporation itself.” 

Article 12 provided that the 

*, executive committee 
shall have and may exercise the pow- 
ers of the board of directors in the 
management of the business and af- 
fairs of the corporation.” 

The executive committee declared 
dividends, authorized the execution of 
contracts, designated depositories, au- 
thorized purchases of bonds, the lend- 
ing of funds, and otherwise exercised 
executive control over the affairs of 
the corporation between meetings of 
the board of directors.® 

During 1905 a majority of the en- 
tire board of directors, and all but one 
of the directors who actually attended 
and participated in the meetings of the 
board, held positions of varying im- 
portance in the firm of Stone & Web- 
ster. All meetings held during that 
year were held in the office of Stone & 
Webster in Boston. 

Columbia Improvement Company 
was a construction company wholly 
owned by Stone & Webster. It was 
characterized by one of respondents’ 


witnesses as the “construction divi- 
sion” of Stone & Webster. 

On April 1, 1905, a joint agreement 
was caused to be entered into between 
the Minnesota Company.and the Wis- 
consin Company and Columbia Im- 
provement Company providing for the 
construction by Columbia Improve- 
ment Company of a hydroelectric plant 
on behalf of the two companies on the 
St. Croix river. The Minnesota and 
Wisconsin Companies agreed to pay 
Columbia on a cost-plus basis, i.e., “a 
sum equal to the actual cost to the con- 
tractor [Columbia] of such work. . . 
and in addition thereto the sum of 
$80,320.” This fee of $80,320 
amounted to approximately 10 per 
cent of the estimated cost of the work 
exclusive of the fee. The contract 
also provided for payment by the Wis- 
consin and Minnesota Companies to 
Columbia of cost plus 10 per cent for 
work done but not included in the 
general specifications. 

On May 1, 1905, a contract was 
caused to be entered into between the 
Minnesota Company and Columbia for 
the construction of a transmission line 
between the hydro plant and Minneap- 
olis, Minnesota. The Minnesota Com- 
pany agreed to pay Columbia, in lan- 
guage identical with that of the plant 
construction contract, the actual costs 
of construction to Columbia plus the 
sum of $27,390, which latter amount 
was also approximately 10 per cent of 
the estimated cost of the transmission 
line exclusive of the fee. This con- 
tract likewise provided for payment by 
the Minnesota Company to Columbia 
of cost plus 10 per cent for work done 





5 At a meeting of the executive committee 
held on August 28, 1903—attended by Messrs. 
Stone and White—Lee, Higginson and Com- 
pany and Stone & Webster were designated de- 


5 


positories of the company. It was ordered that 
all checks were to be countersigned by Stone & 
Webster. The designation was withdrawn 
February 16, 1905. 
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but not included in the general specifi- 
cations. 

The contract for the construction of 
the hydro project was signed on behalf 
of the Minnesota and Wisconsin Com- 
panies by Charles F. Wallace as presi- 
dent of both and Henry B. Hayes as 
secretary of both. The contract for 
the construction and equipment of the 
transmission line was signed on behalf 
of the Minnesota Company by Charles 
F. Wallace as president. In 1901, 
Wallace was chief engineer of Stone & 
Webster. Later he was assigned to 
more general duties, among which was 
“helping the Columbia Improvement 
Company.” From May 12, 1903, to 
October 7, 1907, during which time 
he entered into the contracts with Co- 
lumbia on behalf of the Minnesota and 
Wisconsin Companies, Wallace was al- 
so a director and from March 2, 1906, 


to October 1907, he was president of 
Columbia. 

In 1901, Hayes was employed in 
the legal department of Stone & Web- 


ster. Respondents’ witness testified 
that Hayes was a “semi-key man” at 
that time who later became a “key 
man” in the Stone & Webster organi- 
zation. Stone & Webster assigned to 
Hayes the duty of secretary of Minne- 
apolis General Electric Company, 
which office he assumed in May 1903. 
From May 16, 1903, until December 
20, 1905, during which time the con- 
tracts between the Minnesota and Wis- 
consin Companies and Columbia were 
entered into, Hayes was a director of 
Columbia and from May 12, 1903, un- 
til March 30, 1906, he was also sec- 
retary of Columbia. 


Of the total fees paid by the St. 
Croix Companies to Columbia over 
and above the cost of construction of 
the hydro plant and the transmission 
line, there still remains in the plant 
accounts of the companies $81,471.67 ° 
which, it is contended by the Commis- 
sion’s staff, represents construction 
profits to an affiliated company and 
therefore may not be included within 
the plant accounts but must be estab- 
lished in Account 107, Electric Plant 
Adjustments. 

It is contended by respondents es- 
sentially that Columbia and the St. 
Croix Companies were not affiliated 
companies, since Stone & Webster did 
not control the two latter companies, 
and that the amounts paid by these 
companies to Columbia were fair and 
reasonable and should be included in 
the plant accounts. 

Thus, there is sharply posed the 
problem of whether or not the con- 
tracting companies were affiliated or 
associated companies and, if so, wheth- 
er construction profits diverted by a 
holding company from an operating 
company through the medium of an 
affiliated construction company may 
be considered part of the cost of the 
plant of the operating company. 

The answer seems quite clear. To 
hold that the St. Croix Companies 
were not controlled by Stone & Web- 
ster would be to ignore the factual 
realities which are strikingly apparent 
in the record. It is well known that 
corporate control may be exercised 
through the medium of ownership of 
considerably less than a majority of 
the voting stock. The officers and di- 





6 Of this combined amount, it is agreed that 
$53,520.34 is applicable to the Minnesota Com- 
pany and $27,951.33 to the Wisconsin Compa- 
ny. The difference between $107,710 (the 
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total amount of the Columbia fees) and $81,- 
471.67 is brought about by the deduction of 
previously undiscovered costs on the books of 
Columbia and by the retirement from plant, 
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rectors of respondents’ immediate par- 
ent company were the designees of 
Stone & Webster. Stone & Webster 
controlled by the use of proxies, as 
well as by other means, a majority of 
the outstanding voting stock of re- 
spondents’ parent. Such stock was 
voted for officers and directors desig- 
nated by Stone & Webster. Em- 
ployees of Stone & Webster were offi- 
cers and directors of the respondents 
themselves at the time that the re- 
spondents were entering into the con- 
tract for the construction of the hydro 
project and transmission line with 
Stone & Webster’s alter ego, Colum- 
bia. The same employees were at the 
same time also officers and directors 
of Columbia. If ever there was a case 
of the right-hand dealing with the left 
it certainly existed in the contracts be- 
tween the St. Croix Companies and 
Columbia.” 

Respondents’ witness, Blough, for- 
merly chief accountant for the Securi- 
ties & Exchange Commission, stated 
on cross-examination that on the basis 
of the foregoing facts it was “pretty 
conclusive evidence that there was not 
arm’s-length dealing” between Colum- 
bia and the St. Croix Companies. 

We have no hesitation in finding on 
the basis of all the evidence in the 
record that the contracts entered into 
between the St. Croix Companies and 
Columbia were contracts between af- 
filiated companies not entered into at 
arm’s length both companies being 
controlled by the same ultimate parent, 
Stone & Webster, and that all profits 
accruing to Columbia by virtue of its 
contract with the St. Croix Companies 


passed to Stone & Webster because of 
the complete ownership of Columbia 
by the latter. 


The evidence discloses that the fees 
paid Columbia by the St. Croix Com- 
panies represent a profit to Columbia 
over and above the cost of construc- 
tion. As heretofore shown, the con- 
struction contracts provided that there 
was to be paid to Columbia by the St. 
Croix Companies all costs incurred in 
the construction of the hydro plant 
and the transmission line and in addi- 
tion thereto flat fees which came to 
approximately 10 per cent of the esti- 
mated cost. Examination of the books 
of Columbia by the staff of the Com- 
mission shows that Columbia was re- 
imbursed by the St. Croix Companies 
for all costs incurred in connection 
with this construction. 

It is respondents’ contention that 
there was not recorded upon Colum- 
bia’s books all the costs of construc- 
tion. These alleged unrecorded costs 
are spoken of in terms of broad gen- 
eralities and apparently consist of gen- 
eral advice, etc., rendered by personnel 
of Stone & Webster to Columbia. It 
is conceded on cross-examination, how- 
ever, by respondents’ witness who tes- 
tified on this subject, that as far as 
the books of Columbia were concerned 
the amount stated by the Commission’s 
staff to represent profit to Columbia on 
the construction does represent the 
profit of that company under the con- 
tracts. 

There is no tangible evidence that 
any costs were incurred in the con- 
struction of this property other than 
those paid for by the St. Croix Com- 





since the time of original construction, of cer- 
tain units of property with which were as- 
sociated a portion of the fees paid to Columbia. 


7Cf. Paton and Littleton (1940). An In- 
troduction to Corporate Accounting Stand- 
ards, American Accounting Association, p. 27. 
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panies. On the contrary, the evidence 
is clear that all such costs incurred in 
this construction were paid for by 
them. The fees paid by the St. Croix 
Companies to Columbia clearly repre- 
sent profit to Columbia on the con- 
struction which, of course, is another 
way of saying profit to Stone & Web- 
ster, the wholly owning parent of Co- 
lumbia. 

It is fundamental that a regulatory 
body in dealing with accounting mat- 
ters should not permit to be done in- 
directly what may not be done direct- 
ly. The substance, rather than the 
form of the transaction, controls. Had 
the St. Croix Companies themselves 
done the construction involved, it is 
conclusively established that no profit 
thereon could have been recorded as 
cost.® , 

It is impossible and unrealistic to 
attempt to determine whether profits 
paid to an affiliated construction com- 
pany are “reasonable” profits, as re- 
spondents sought to establish in this 
matter.® Comparison of over-all cost, 
including the affiliated company’s prof- 
it, with what might have been cost if 
actual competition for the work had 
existed and if the work had been done 
by a nonaffiliated construction com- 
pany is sheer speculation. As we 
pointed out in Re Louisville Hydro- 
Electric Co. (1933) 1 Fed PC 130, 
139, 1 PUR(NS) 454, 464: 

“Where there is common control it 
is not sufficient merely to show that 
the prices are no higher or are even 
less than obtainable elsewhere, for such 


evidence was offered in Western Dis- 
tributing Co. v. Kansas Pub. Service 
Commission, 285 US 119, 76 L ed 
655, PUR 1932B 236, 52 S Ct 283, 
and held insufficient to prove the rea- 
sonableness of a charge. . . . In 
Smith v. Illinois Bell Teleph. Co. 282 
US 133, 75 L ed 255, PUR1931A 1, 
51 S Ct 65, the court, because of the 
inter-relationship, demanded to know 
the cost to the holding company of the 
services rendered as a factor in the 
determination of the reasonableness of 
the fee paid. And in the Western Dis- 
tributing Co. Case the court clearly 
placed the burden of proof as to this 
cost upon the utility. This would seem 
definitely to exclude market value as 
a measure for the service rendered, for 
manifestly market value is not cost. 
“Furthermore, there can be no such 
thing as ‘market value’ under the cir- 
cumstances in the instant case. Here 
the Byllesby Service Company has the 
exclusive and monopolistic control of 
the construction and service work of 
the companies of the system. It can 
calculate on its volume of business, 
can rationalize its activities, can econo- 
mize in volume purchasing, and other- 
wise effect economies which might not 
be available to an independent con- 
tractor bidding in a free market. In 
the very nature of things the Byllesby 
Service Company was doing business 
in a closed market. Having destroyed 
the open market, in so far as the serv- 
ices here involved are concerned, it 
cannot be heard to appeal to the stand- 
ard of an open market by which to 





8 As we said in Re Alabama Power Co. 1 
Fed PC 25, 39, PUR1932D 345, 361: “There 
is no question that, if licensee had itself con- 
structed this project, it could have claimed no 
profit upon its cost as a part of its fixed 
capital structure.” 
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® Examination of the testimony of the twe 
witnesses who testified on this matter for the 
respondents discloses how untrustworthy such 
testimony is. 
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meastire its charge for services to its 
affiliate.” 

This is grounded in the principle 
that a trustee ought not to make a 
profit dealing with a trust. There is 
no doubt that the relationship of Stone 
& Webster to respondents was essen- 
tially a fiduciary relationship. The 
rule which we follow is, in the words 
of the Supreme Court, “founded in 
soundest morality and in the 
soundest business policy,” Geddes v. 
Anaconda Copper Mining Co. (1921) 
254 US 590, 599, 65 L ed 425, 41 S 
Ct 209; See also Twin-Lick Oil Co. 
v. Marbury (1876) 91 US 587, 588, 
23 L ed 328; Wardell v. Union P. 
R. Co. (1881) 103 US 651, 658, 26 
L ed 509; Woodstock Iron Co. v. 
Richmond & D, Extension Co. (1889) 
129 US 643, 656, 657, 32 L ed 819, 
9S Ct 402. 

What we enunciate here is no new 
principle either of law or of sound 
accounting. With respect to the re- 
spondent companies and other public 
utilities, it must be remembered that 
the very nature of their business has 
rendered them subject from their very 
inception to regulation by governmen- 
talauthority. Munn v. Illinois (1877) 
94 US 113, 133, 24 L ed 77. The 
fact that governmental regulation of 
respondents was not exercised until 
after the time when the contracts in- 
volved were entered into is of no con- 
sequence. Chicago, B. & QO. R. Co. v. 
Cutts (1877) 94 US 155, 162, 24 
Led 94. 

We therefore find that the profits to 
Columbia Improvement Company 
from construction work performed for 
the respondents are not a proper part 
of the cost of electric plant of those 
companies, but instead, represent 


write-ups or inflation properly includ- 
ible in Account 107. Accordingly, 
the remaining amount of such profit, 
to wit, $53,520.34 in the plant accounts 
of St. Croix Falls Minnesota Improve- 
ment Company, and the remaining 
amount of such profit, to wit, $27,- 
951.33 in the plant accounts of St. 
Croix Falls Wisconsin Improvement 
Company should be removed from Ac- 
count 100.1, Electric Plant in Service, 
and established in Account 107, Elec- 
tric Plant Adjustments, of the re- 
spective companies. 


Disposition of Amounts in 
Account 107, 
Electric Plant Adjustments 


[3] We have heretofore found that 
the profits realized by Columbia Im- 
provement Company on construction 
work performed for the respondents 
do not represent valid costs of respond- 
ents’ electric plant and are, therefore, 
properly classifiable, pending disposi- 
tion, in Account 107, Electric Plant 
Adjustments. The nature of these 
items is such that they have no place 
in respondents’ plant accounts. Con- 
sideration of all the evidence shows 
that the amounts recorded in Account 
107 for these items should be disposed 
of by an immediate charge-off to sur- 
plus. We, therefore, find that the 
amounts of $53,520.34 applicable to 
the Minnesota Company and $27,- 
951.33 applicable to the Wisconsin 
Company should be disposed of by 
the respondents by charging such 
amounts to the Earned Surplus ac- 
counts of the respective companies. 


Disposition of Amounts in 
Account 100.5 
[4-8] The Minnesota Company 
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classified the amount of $15,790.96 in 
Account 100.5, Electric Plant Acqui- 
sition Adjustments. This amount 
consists of a debit item of $17,410.71 
arising out of the acquisition of the 
properties of Sunrise Milling and Elec- 
tric Company, and a credit item of 
$1,619.75 arising out of the acquisi- 
tion of a transmission line from the 
Minnesota Agricultural Society. Ac- 
count 100.5 provides, among other 
things, that the amounts recorded 
therein with respect to each property 
acquisition “‘shall be depreciated, amor- 
tized, or otherwise disposed of, as the 
Commission may approve or direct.” 


Sunrise Milling and Electric Company 


On April 21, 1923, the Minnesota 
Company purchased, as of June 30, 
1923, the electric properties of the 
Sunrise Milling and Electric Company 


which included a small hydroelectric 
plant situated on the Sunrise river and 
small distribution systems in three 
neighboring villages, together with an 
interconnecting transmission line. The 
amount recorded in the plant account 
in respect to the acquisition was $99,- 
604.86, consisting of the purchase 
price of $89,993.50, expenses inciden- 
tal to the acquisition of $644.80, and 
alleged overheads in the amount of 
$8,966.56. These overheads consist- 
ed of a 74 per cent fee, $6,803.37, paid 
to the Byllesby Engineering and Man- 
agement Corporation for alleged en- 
gineering services, a 24 per cent fee, 
$1,655.85, paid to the same corpora- 
tion as a supervision charge, and an 
amount of $507.34 labelled interest 
during construction. It was stipulated 
by the respondents that in 1912, 1922, 
and 1923, the St. Croix Companies and 
the Byllesby Engineering and Man- 
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agement Corporation were under com- 
mon control. 

The Minnesota Company submitted 
the sum of $82,194.15 as the estimated 
original cost of these properties. For 
the purpose of reclassification of the 
respondents’ accounts, this amount was 
accepted by our staff. The difference 
between the total amount entered in 
the books in respect to the acquisition 
($99,604.86) and the estimated origi- 
nal cost thereof ($82,194.15), or $17, 
410.71, was established by the com- 
pany in Account 100.5, Electric Plant 
Acquisition Adjustments. 

We take up, first the 7} per cent 
and 23 per cent fees paid by the Minne- 
sota Company to the Byllesby Engi- 
neering and Management Corporation 
allegedly for engineering and supervi- 
sion services in connection with the ac- 
quisition of the Sunrise properties. 
The amount in question is $8,459.22 
($6,803.37 plus $1,655.85). 

As we have pointed out, the St. 
Croix Companies and the Byllesby En- 
gineering and Management Corpora- 
tion were under common control at the 
time the fees were entered in the plant 
account. There is no evidence in the 
record that any services were rendered 
to the Minnesota Company by the 
Management Corporation in connec- 
tion with this acquisition. Respond- 
ents’ assistant secretary, assistant 
treasurer, and general auditor testi- 
fied that he did not know of any spe- 
cific services that were rendered by 
the Management Corporation in con- 
nection with this acquisition. No oth- 
er witness for respondents testified to 
any such services. 

It appears that it was the practice to 
add these percentage fees to all local 
construction work orders as a matter 
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of course. Since the cost of acquiring 
the Sunrise property was accounted 
for through a local work order, the 
fees were automatically added. 

We find that no services were ren- 
dered by the Management Corpora- 
tion in connection with this acquisi- 
tion, and that the amount of $8,459.22, 
representing fees of the Byllesby En- 
gineering and Management Corpora- 
tion in connection with this acquisition, 
should be removed from Account 
100.5,!° Electric Plant Acquisition Ad- 
justments, by a charge to Account 271, 
Earned Surplus. 

In the same connection there was 
capitalized at the time of the acquisi- 
tion of the Sunrise property an item 
of interest during construction 


amounting to $507.34. No plant was 
constructed, rather the plant was al- 
ready in operation; hence, interest 
should not have been capitalized. The 


amount of $507.34 should, therefore, 
be removed from Account 100.5,?° 
by a charge to Account 271, Earned 
Surplus. , 

Eliminating the foregoing amounts 
totaling $8,966.56 from the amount 
of $17,410.71 classified in Account 
100.5 leaves a balance of $8,444.15 
properly includible in that account. We 
come now to the disposition of this 
latter amount. 

Except for fictitious or paper incre- 
ments, which should be charged off at 
once (American Teleph. & Teleg. Co. 
v. United States [1936] 299 US 232, 
240, 81 L ed 142, 16 PUR(NS) 225, 
57 S Ct 170), provision in advance 


of retirement should be made. In fact, 
such provision is mandatory under our, 
and most, if not all, systems of ac- 
counts. In practice, tangible plant as- 
sets are generally depreciated, whereas 
intangible assets are amortized. Ac- 
cordingly, amounts in Account 100.5 
should either be charged off imme- 
diately or spread over a reasonable pe- 
riod of time, if proper public utility 
accounting practices are to prevail.” 

The company claims the amount in 
question represents the cost of tangible 
property (in its original filing the com- 
pany claimed the amount represented 
the cost of intangibles), whereas the 
Commission’s staff contends the 
amount is associated with intangibles. 
As stated above, tangible fixed assets 
are generally subject to depreciation 
accounting and intangibles to amorti- 
zation accounting. As Mr. Justice 
Cardozo pointed out in the American 
Telephone & Telegraph Company 
Case, supra, 16 PUR(NS) at p. 233: 
“The label is unimportant whether de- 
preciation or amortization, if the sub- 
stance of allowance is adequately pre- 
served.” Our system of accounts pro- 
vides for amortization. We will ad- 
here to that form. 

Our problem then, in brief, is to de- 
termine a reasonable period over which 
to amortize the amounts properly in- 
cludible in Account 100.5. In deter- 
mining a reasonable period, consider- 
ation should be given, among other 
things, to the circumstances and facts 
appertaining to the acquisition with 
which the amounts are associated, the 





10The amounts of $8,459.22 and $507.34 
should have been reclassified in Account 107 
rather than in Account 100.5. The amounts 
in effect are write-ups which come within the 
scope of Account 107. Inasmuch as we order 
an immediate disposition, we do not require 


that the amounts be first transferred from Ac- 
count 100.5 to Account 107. 

11Cf. Re Herrin Transp. Co. (1939) 25 
MCC 710, 712; Re Buckingham Transp. Co. 
(1939) 25 MCC 667, 670; Re Mason & Dixon 
Lines (1941) 36 MCC 475, 481; Re Cox 
Transp. Co. (1941) 36 MCC 515, 520. 
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length of time the amounts have been 
in the books, the previous disposition 
of, or the provision for, any amounts 
originally entered therein, and the fi- 
nancial condition of the company. 

In the instant case the amount we 
are considering has not been dimin- 
ished since it was recorded in the 
books. The amount has already been 
lodged in the accounts for a period of 
eighteen years. If the company had 
followed good accounting practices, 
it would have by this time made a sub- 
stantial, if not complete, provision for 
writing off the amount in question. 
Under the circumstances, an amortiza- 
tion period of five years, beginning 
with the year 1942, is not unreason- 
able, and we so find. 

There are two accounts in our Uni- 
form System of Accounts for Public 
Utilities and Licensees to which the 
amortization charges could be made, 
namely, Account 505, which is in the 
operating section of the income state- 
ment, and Account 537, which is in 
the final or income deduction section. 
We are not here called upon to deter- 
mine whether the amortization charges 
represent operating expenses in the 
fixing of rates. We are now only con- 
cerned with the classification of amor- 
tization charges. It is our opinion 
that such charges should be made to 
Account 537, Miscellaneous Amorti- 
zation. 

We conclude that the sum of $8,- 
444.15, excess of corporate cost over 
original cost of the properties acquired 
from the Sunrise Milling and Electric 
Company and established in Account 
100.5 should be disposed of by amor- 
tization over a period not to exceed 
five years by annual charges to Ac- 
43 PUR(NS) 


count 537, Miscellaneous Amortiza- 
tion. 


Acquisition of Transmission Line by 
Minnesota Company 

With respect to the acquisition by 
the Minnesota Company of a trans- 
mission line from the Minnesota State 
Agricultural Society, it appears that 
the original cost thereof was $2,715.93 
while the purchase price was $1,- 
096.18. Asa result of this transaction 
there arose a credit acquisition adjust- 
ment of $1,619.75. The full amount 
of $2,715.93 is, of course, recorded in 
Account 100.1 and it was recommend- 
ed by a witness on the Commission’s 
staff that the credit amount of $1,- 
619.75 be disposed of from Account 
100.5 by crediting it to Account 250, 
Reserve for Depreciation of Electric 
Plant. The Minnesota Company 
makes no objection to the proposed 
treatment of such credit acquisition 
adjustment, and, therefore, the credit 
amount of $1,619.75 included in Ac- 
count 100.5, Electric Plant Acquisi- 
tion Adjustments, of the Minnesota 
Company, should be disposed of by 
crediting such amount to Account 250, 
Reserve for Depreciation of Electric 
Plant. 


Acquisition of Osceola Electric Light 
Company by Wisconsin Company 


On August 1, 1911, the Wisconsin 
Company purchased from Osceola 
Electric Light Company the electric 
distribution and street lighting system 
in the village of Osceola, Wisconsin. 
In its reclassification study the origi- 
nal cost of the acquired property was 
determined by an inventory priced at 
estimated original cost. The cost to 
the company of this property was 
$7,903.81, while the original cost as 
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estimated by the company was $7,- 
692.12, resulting in an excess of acqui- 
sition cost over original cost of 
$211.69. This amount has been es- 
tablished by the company in Account 
100.5. 

The amount involved ($211.69) is 
trivial. Accordingly, practical con- 
siderations should prevail in determin- 
ing its disposition. The Wisconsin 
Company contends that the amount 
should be charged off against the de- 
preciation reserve as properties to 
which it allegedly relates are retired. 
This is not a practical method for the 
amount under consideration. Under 
the proposed method, some average 
depreciation rate would have to be 
determined and applied to the amount 
in question and the amount would also 
have to be associated with many small 
items of property, such as, poles, cross- 
arms, insulators, spans of wire, etc. 
The company was given notice and 
opportunity to come forward with a 
practical plan for disposition of this 
amount. It has not done so. In the 
absence of a reasonable and practical 
plan by the company, it is concluded 
that the amount should be amortized 
by charges to Account 537 over the 


1112 Advances to Associated Companies 
140 Unamortized Debt Dis. & E 
Discount on Capital Stock 
Capital Stock Expense 
212.2 Advances on Open Accounts 
250.4 Retirement Reserve Transp. Equip. 
250.11 Retirement Reserve—Charges— ... 
265 Contributions in Aid of Construction 
271 Earned Surplus 


5-year period herein found appropriate 
for amounts relating to the Sunrise 
Milling purchase by the Minnesota 
Company. 


Adjustments Computed by 
the Companies 


Prior to the filing by the respond- 
ents of their original cost and reclassi- 
fication studies, certain recommenda- 
tions were made by the staff of the 
Federal Power Commission which re- 
sulted in the Minnesota Company and 
the Wisconsin Company reducing their 
plant accounts by the amounts of 
$653,836.74 and $494,272.48, respec- 
tively. 

As previously pointed out, Account 
107, Electric Plant Adjustments, pro- 
vides that amounts included in Ac- 
count 107 shall be disposed of as the 
Commission may approve or direct. 
Since the dispositions set forth in the 
original cost studies of respondents 
have been made without the direction 
or approval of the Commission, the 
Commission’s staff reéstablished these 
amounts in Account 107, pending ap- 
proval or disposition by the Commis- 
sion. The dispositions of the amounts 
by the respective companies were: 


Wisconsin 

Company 

$ 58,678.29 
50,569.11(4) 
394,995.30(5) 
450.00( 8) 

( 37,510.98) 


Minnesota 
Company 
$ 40,990.65 
323,844.43(1) 
409,741.30( 2) 
225.00($) 
(159,160.04) 


37,429.51 
765.89 
$653,836.74 


Combined 
$ 99,668.94 
374,413.54 
804,736.60 
675.00 
(196,671.02) 
1,800.30) 
63,252.57 
443.96) 
4,277.85 


$1,148,109.22 


443.96) 
3,511.96 








$494,272.48 


(1) $166,494.96 of this amount was written off to Earned Surplus of the respondent 
during September, 1939. The remainder of $157,349.47 was transferred to St. Croix Falls 
Wisconsin Improvement Company and was written off to Earned Surplus of that com- 


pany during September, 1939. 


(*) (8) Written off to Capital Surplus during September, 1939. 

(*) Written off to Earned Surplus during September, 1939. 

(5) (8) Written off to Capital Surplus during September, 1939. 

(7) Written off to Retirement Reserve—Transportation Equipment during August, 1937. 
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The foregoing dispositions are in 
accordance with sound accounting 
principles, and we approve them. 

An appropriate order in conformity 
with this opinion will issue. 


DraPER, Commissioner, dissenting 
in part: As to two items I desire to 
add a separate opinion. The first is 
the amount of $8,444.15, representing 
the difference ($7,799.35) between the 
estimated original cost and purchase 
price of property acquired by the Min- 
nesota Company, plus $644.80 of mis- 
cellaneous acquisition expenses. The 
second is the item of $211.69, repre- 
senting the excess of purchase price 
over estimated original cost of prop- 
erty acquired by the Wisconsin Com- 
pany. We are to direct what disposi- 
tion is to be made of these amounts 
which are now lodged in Account 
100.5, Electric Plant Acquisition Ad- 
justments. 

I think that the $644.80 portion of 
the $8,444.15 amount and the item of 
$211.69 should be disposed of by giv- 
ing the accounting companies the op- 
tion of either amortizing them over a 
short period of time to Account 537, 
Miscellaneous Amortization, or of 
spreading them over the remaining 
life of the acquired properties to which 
they are related. True it is that these 
charges are insignificant in amount 
and that the accounting therefor can 
be simplified by a charge-off over a 
short period of time, yet we must not 
overlook the fact that they represent 
genuine assets. Thus the accounting 
companies should be permitted to make 
the indicated election. 

The majority has treated the item 
of $7,799.35 as being representative of 
property. Upon the basis of the rec- 
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ord before us I think that its true char- 
acter cannot be determined. Since 
lack of proof must be regarded as fatal 
to the accounting company’s conten- 
tion,’ I am of the opinion that we have 
no alternative but to deal with it as 
not possessing a true increment of val- 
ue and direct its immediate charge-off 
to surplus. 

The hearing in this matter was held 
in Madison, Wisconsin, apparently 
within easy reach of persons repre- 
sented to have personal knowledge of 
the property acquisition to which the 
$7,799.35 item is associated. Yet 
those persons—undoubtedly in a posi- 
tion to dispel all doubt as to the true 
character of this item—were not called 
as witnesses for the accounting com- 
pany, nor was their failure so to do in 
any wise explained. In lieu of pro- 
ducing the best available evidence and, 
I think, the essential evidence in this 
case, the accounting company seeks to 
have us determine that the item in 
question represents tangible property 
upon the basis of evidence offered 
through three witnesses, all of whom 
were without first-hand knowledge of 
the facts relating to the property ac- 
quisition. The first witness, Clark, 
testified that his conclusion that the 
amount represents tangible property 
is predicated upon information gained 
immediately prior to the hearing from 
discussions with those who negotiated 
the acquisition, and on data contained 
in correspondence to which he had ac- 
cess. The other two witnesses accept- 
ed the amount as representing tangible 
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1 Section 301(c) provides, in part: “ . . 
The burden of proof to justify every account- 
ing entry questioned by the Commission shall 
be on the person making, authorizing, or re- 
quiring such entry, and the Commission may 
suspend a charge or credit pending submission 
of satisfactory proof in support thereof. 
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property upon representations made to 
them by Clark, with no independent 
verification being attempted. I con- 
cur in the contention of Commission 
counsel that Clark’s testimony is of 
no probative value. This fact com- 
pletely undermines the contentions of 
the other two witnesses as to the dis- 
position of the $7,799.35 item because 
their conclusions are rooted in the un- 
acceptable representations made to 
them by Clark. What then is the basis 
for a determination that the amount in 
question represents property? Clear- 
ly the accounting company has not met 
the burden of proof placed upon it by 
the statute. Moreover, I think it may 
be appropriately observed that “pro- 
duction of weaker evidence, when 
stronger might have been produced, 
lays the producer open to the suspi- 
cion that the stronger evidence would 
have been to his prejudice.” Runkle 


v. Burnham (1894) 153 US 216, 225, 
226, 38 L ed 694, 14 S Ct 837. 

The difficulties inherent in correct- 
ly determining what the excess of pur- 
chase price over established original 


cost represents are many. For one 
thing, it is entirely probable that all 
the controlling factors governing pay- 
ments made in the acquisition of prop- 
erty are not often reduced to writing 
and placed in the records maintained 
by accounting utilities. This fact 
brings to mind a number of questions. 
Did the data contained in the corre- 
spondence examined by witness Clark 
embrace all the factors entering into 
the payment of the $7,799.35 amount, 
or is that information known only to 
the negotiators who were not produced 
at the hearing? Were all of those fac- 
tors disclosed to that witness by the 
negotiators? If so, does it necessari- 


ly follow that our conclusion, based 
upon the same factors, would corre- 
spond to that of the witness? Assume, 
for instance, that the negotiators were 
produced as witnesses and their testi- 
mony compelled us to conclude that 
the amount represents nuisance value 
only. It could not then be said to rep- 
resent property. Furthermore, I fail 
to find anything in the record to dem- 
onstrate that the possibility that the 
item may represent nuisance value, 
etc., has been exhausted. The fact 
that it is claimed as property, without 
more, is not conclusive. If we are to 
assure justice, we must halt our con- 
sideration as to such amounts at the 
point where the accounting companies 
fail to meet the burden of proof cast 
upon them. Surely no avenue of es- 
cape is or can be created where, as 
here, those possessing personal knowl- 
edge of the transaction are not pro- 
duced as witnesses to testify as to the 
true character of the amount in issue 
and subjected to cross-examination. 

In addition to treating the $7,799.35 
item as property, the majority direct 
that it be disposed of over a 5-year 
period through charges to Account 
537, Miscellaneous Amortization. 
Further they assert that: 

“ . . We are not here called 
upon to determine whether the amor- 
tization charges represent operating 
expenses in the fixing of rates. We 
are now only concerned with the classi- 
fication of amortization charges. . . .” 

Assuming, for the purposes of argu- 
ment, that the amount in question rep- 
resents property and that it has been 
substantiated as such in the record, I 
think that the disposition directed by 
the majority is not within American 
Teleph. & Teleg. Co. v. United States 
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(1936) 299 US 232, 81 Led 142, 16 
PUR(NS) 225, 57 S Ct 170. To 
make it so, the majority would have to 
direct that the amortization charges 
be made through operating expenses, 
Account 505. Furthermore, we must 
regard the accounting which we direct 
as conclusive for all regulatory pur- 
poses, regardless of whether we are 
dealing with the classification of 
amounts in accounts, rate making, or 
any other matter coming within our 
jurisdiction. The accounting compa- 
ny has been afforded an opportunity to 
make a full disclosure as to the charac- 
ter of this item, and I can perceive of 
no reason why our determination 
should not be binding for all regula- 
tory purposes. Thus I think that clas- 
sification of amortization charges 
should not be inconsistent with our 
treatment of the same charges for 
other regulatory purposes, notwith- 
standing the fact that we are not now 
dealing with rate making or other 
matters. 


Order Directing Accounting Entries 
in Reclassification Disposition of 
Amounts in Accounts 100.5 and 107 


Upon consideration of the previous 
orders in this proceeding, the evidence 
adduced of record, the briefs and other 
documents filed, and having on this 
date made and entered its Opinion No. 
72 with findings, which we incorporate 
by reference as a part hereof; 

The Commission orders that: 

(1) St. Croix Falls Minnesota Im- 
provement Company transfer the 
amount of $53,520.34, representing 
the profit portion of the Columbia Im- 
provement Company fees, from Ac- 
count 100.1, Electric Plant in Service, 
and appropriate subaccounts thereun- 
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der to Account 107, Electric Plant Ad- 
justments. 

(2) St. Croix Falls Wisconsin Im- 
provement Company transfer the 
amount of $27,951.33, representing 
the profit portion of the Columbia Im- 
provement Company fees, from Ac- 
count 100.1, Electric Plant in Service, 
and appropriate subaccounts thereun- 
der to Account 107, Electric Plant Ad- 
justments. 

(3) St. Croix Falls Minnesota Im- 
provement Company make the follow- 
ing disposition of amounts recorded 
in Account 100.5, Electric Plant Ac- 
quisition Adjustments, with respect to 
the acquisition of the property of the 
Sunrise Milling and Electric Com- 
pany: 

(a) That the amount of $8,459.22, 
representing fees paid the Byllesby En- 
gineering & Management Corporation, 
be charged to Account 271, Earned 
Surplus. 

(b) That the amount of $507.34, 
representing purported interest during 
construction, be charged to Account 
271, Earned Surplus. 

(c) The amount of $8,444.15, rep- 
resenting the excess of corporate cost 
over the original cost of the acquired 
property, be charged to Account 537, 
Miscellaneous Amortization, in five 
equal annual instalments, commencing 
with the calendar year 1942. 

(4) St. Croix Falls Minnesota Im- 
provement Company transfer from 
Account 100.5, Electric Plant Acqui- 
sition Adjustments, to Account 250, 
Reserve for Depreciation of Electric 
Plant, the credit amount of $1,619.75 
arising from the acquisition of the 
transmission line from the Minnesota 
State Agricultural Society. 

(5) St. Croix Falls Wisconsin Im- 
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provement Company charge the 
amount of $211.69, recorded in Ac- 
count 100.5, representing the excess 
of acquisition cost over original cost 
of utility property purchased from Os- 
ceola Electric Light Company, to Ac- 
count 537, Miscellaneous Amortiza- 
tion, in five equal annual instalments, 
commencing with the calendar year 
1942. 

(6) St. Croix Falls Minnesota Im- 
provement Company charge to Ac- 
count 271, Earned Surplus, the 
amount of $53,520.34 hereinbefore 
classified in Account 107, Electric 
Plant Adjustments, by paragraph (1) 
hereof. 

(7) St. Croix Falls Wisconsin Im- 
provement Company charge to Ac- 
count 271, Earned Surplus, the 
amount of $27,951.33 hereinbefore 
classified in Account 107, Electric 
Plant Adjustments, as set forth in 
paragraph (2) hereof. 

(8) St. Croix Falls Minnesota Im- 
provement Company make the follow- 
ing disposition of $653,836,74 includ- 
ible in Account 107, Electric Plant Ad- 
justments : 


Account Amount 


Advances to Associated 
Companies 

Unamortized Debt Dis- 
count and Expense .. 

Discount on Capital 
Stock 

Capital Stock Expense 

Advances on Open Ac- 
counts 

Reserve for Deprecia- 
tion of Electric Plant 

Earned Surplus 


Total 


111.2 
$ 40,990.65 


323,844.43 

409,741.30 
225.00 

(159,160.04) 


37,429.51 
765.89 


-» $653,836.74 


(9) St. Croix Falls Wisconsin Im- 
provement Company make the follow- 
ing disposition of $494,272.48 includ- 
ible in Account 107, Electric Plant Ad- 
justments : 


Account Amount 


111.2 Advances to Associated 
Companies 
140. Unamortized Debt Dis- 
count and Expense 
150. Discount on Capital 
Stock 
151. Capital Stock Expense 
Advances on 
Accounts € 37,510.98) 
Reserve for Deprecia- 
tion of Electric Plant 
(Transportation 
Equipment) 
250. Reserve for Deprecia- 
tion of Electric Plant 
265. Contributions in Aid of 
Construction 
271. Earned Surplus 


$ 58,678.29 
50,569.11 
394,995.30 
450.00 


250. 


( 1,800.30) 
25,823.06 


443.96) 
3,511.96 


$494,272.48 


(10) St. Croix Falls Minnesota Im- 
provement Company file with the Com- 
mission on or before April 1, 1942, 
certified copies of the journal entries 
required by paragraph 1, 3(a), 3(b), 
4 and 6, and also file certified copies of 
the journal entry required by para- 
graph 3(c) on or before April 1, 1942, 
and for each year thereafter as re- 
quired. 

(11) St. Croix Falls Wisconsin Im- 
provement Company file with the Com- 
mission on or before April 1, 1942, 
certified copies of the journal entries 
required by paragraphs 2 and 7 and al- 
so file certified copies of the journal 
entry required by paragraph 5 on or 
before April 1, 1942, and for each 
year thereafter as required. 
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SECURITIES AND EXCHANGE COMMISSION 


Re Staten Island Edison Corporation 


[File No. 70-461.] 


Re Northern Pennsylvania Power Company 


[File No. 70-462.] 


Re NY PA NJ Utilities Company 


[File No. 70-463.] 
[Release No. 3235.] 


Accounting, § 11.1 — Capital changes — Transfer to capital or earned surplus. 
1. An amount which was at one time transferred to stated capital ona 


company’s books should subsequently have been credited to capital sur- 
plus rather than to earned surplus, p. 22. 


Dividends, § 6 — Right to declare — Restrictions on payment. 


2. An amount representing an improper transfer from capital stock ac- 
count to earned surplus should, until further order of the Commission, 


be restricted and made unavailable for the payment of common stock 
dividends, p. 22. 


Dividends, § 6 — Restrictions. 


3. Acquisition by a registered holding company and transfer by a subsidiary 
of the former’s bonds, in the form of a dividend, were permitted subject 
to the condition that until further order of the Commission an amount 
representing doubtful items in the earned surplus account should be segre- 
gated from the earned surplus account of the subsidiary and made wm- 
available for the payment of common stock dividends, p. 22. 


Intercorporate relations, § 18.1 — Security transactions — Absence of public ir- 
terest. 


4. Declarations filed by a registered holding company and its indirect sub- 
sidiary regarding the sale by the latter and acquisition by the former of 
securities of an affiliated holding company were permitted to become ef- 
fective without considering the reasonableness of the sale price, where it 
appeared that the holding company owned all of the common stock of the 
subsidiary, such stock representing a substantial equity in the company, and 
there were no publicly held bonds, p. 22. 


[December 30, 1941.] 
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RE STATEN ISLAND EDISON CORPORATION 


PPLICATION and declaration by holding company and sub- 
A sidiary for acquisition by former and transfer by latter 
of securities; permitted to become effective. 


APPEARANCES: D. C. Swatland 
and T. M. Davis of Cravath, de Gers- 
doff, Swaine & Wood for NY PA NJ 
Utilities Company; C. E. Yates and 
F, P. Glick, for Staten Island Edison 
Corporation and Northern Pennsyl- 
vania Power Company; Morris L. 
Forer, of the Public Utilities Division, 
for the Commission. 


By the Commission: NY PA NJ 
Utilities Company (hereinafter re- 
ferred to as “NY PA NJ”) is a reg- 
istered holding company and a sub- 
sidiary of Denis J. Driscoll and Wil- 
lard L. Thorp, trustees of Associated 
Gas and Electric Corporation (here- 
inafter referred to as “Agecorp”) a 
registered holding company. North- 
ern Pennsylvania Power Company 
(hereinafter referred to as ‘Northern 
Penn’’) is a subsidiary of NY PA NJ 
and is engaged in the distribution of 
electric energy to approximately 338 
communities in Pennsylvania.’ Stat- 
en Island Edison Corporation (here- 
inafter referred to as “Staten Is- 
land”) is a subsidiary of New York 
State Electric & Gas Corporation 
(hereinafter referred to as ““New York 
State”) which in turn is a direct sub- 
sidiary of NY PA NJ. Staten Island 
is an electric utility company, operat- 
ing in the borough of Richmond in 
the city of New York. 

NY PA NJ has filed with this 


¥ 


Commission an application and decla- 
ration, pursuant to various sections of 
the Public Utility Holding Company 
Act of 1935, concerning proposed 
transactions under which NY PA NJ 
proposes to acquire a large amount of 
its own outstanding bonds and deben- 
tures and certain securities of some of 
its subsidiaries, as part of a plan to 
facilitate such further steps as may be 
necessary for it to take in order to 
simplify its subholding company sys- 
tem, to provide for its funded and oth- 
er indebtedness and to reduce the num- 
ber and amount of cross holdings of 
securities among companies in both 
the NY PA NJ system and that of 
Agecorp. Among such transactions 
contemplated is the acquisition by NY 
PA NJ from Northern Penn of the 
following securities by way of a divi- 
dend in kind to be paid by the latter 
company and to be charged by it to 
its earned surplus, namely: 

(a) $406,100 principal amount of 
the Mohawk Valley Company 6 per 
cent consolidated refunding gold 
bonds, due 1981.? 

(b) $53,300 principal amount of 
the Mohawk Valley Company 6 per 
cent gold debentures, due October 1, 
2031. 

Also among the transactions which 
are the subject of the filing is one by 
which NY PA NJ proposes to acquire 
from Staten Island $3,015,000 prin- 





1 Northern Penn has a subsidiary, the Wav- 
erly Electric Light and Power Company, 
which owns distribution lines in the state of 
New York serving the village of Waverly and 
its environs. On June 29, 1936, Northern 
Penn was granted an exemption from the 
registration requirements of the Public Utility 


Holding Company Act of 1935, pursuant to 

§ 3(a)(2) of the act, 15 USCA § 79% (a) 
(2). Northern Penn, of course, remained 

subject to the act as a subsidiary of a regis- 

tered holding company. (1 SEC 542.) 
mae bonds have been assumed by NY 
a NJ. 
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cipal amount of Associated Electric 
Company 43 per cent gold bonds, re- 
funding series, due 1956. 

In companion declarations, Staten 
Island proposes to sell the $3,015,000 
principal amount of the said Associat- 
ed Electric Company bonds to NY PA 
NJ and Northern Penn proposes to 
declare and pay a dividend in kind on 
its common stock in the portfolio 
bonds listed above and which NY PA 
NJ proposes to acquire. 

Since it appeared that the matters 
presented in the three filings were in- 
terrelated and that they could most 
conveniently be treated together, we 
consolidated the three proceedings. A 
hearing on the consolidated matters 
was duly held after appropriate no- 
tice. The various parties have waived 
findings of fact, the filing of briefs, 
and oral argument. At the hearing 
consideration was given to (a) the 
declaration of the dividend by North- 
ern Penn and the acquisition by NY 
PA NJ of the securities paid as the 
dividend; and (b) the sale by Staten 
Island of securities of Associated 
Electric Company together with the 
acquisition of those securities by NY 
PA NJ. Applicants requested that 
the other transactions included in the 
filing by NY PA NJ be reserved for 
subsequent consideration. Upon the 
basis of the record, the Commission 
makes the following findings : 


Nature of Business of Parties 

NY PA NJ presently controls 12 
electric utility subsidiaries, 6 electric 
and gas utility subsidiaries, and va- 
rious nonutility companies, all operat- 


ing in the states of Vermont, New 
York, Connecticut, Pennsylvania, and 
New Jersey. On a consolidated basis 
as at December 31, 1940, the assets 
of NY PA NJ and its subsidiary com. 
panies totaled $595,772,747, with to 
tal operating revenues of $80,141,621 
as of the same date. On a corporate 
basis, NY PA NJ had as at December 
31, 1940, total assets and other debits 
in the amount of $279,564.17 of 
which $245,398,024 was represented 
by the common stocks of subsidiary 
companies. On the same date, NY 
PA NJ had total outstanding indebt- 
edness of $260,406,085 consisting of 
bonds and debentures totaling $32- 
971,600, convertible obligations of 
$202,000,000,° and advances from as- 
sociates of $25,434,485. Of its out- 
standing funded debt, the subsidiaries 
of NY PA NJ hold $18,290,900 while 
other affiliated companies hold $5,726,- 
500 of the funded debt. Among such 
latter companies, $4,662,600 of the 
funded debt is held by Associated 
Electric Company, a registered hold- 
ing company and direct subsidiary of 
the trustees of Associated Gas and 
Electric Corporation, and by Central 
U. S. Utilities Company, a registered 
holding company and a subsidiary of 
Associated Electric Company.® 
After various other transactions 
which are the subject of the NY PA 
NJ application and declaration but 
which are not being considered at this 
time, NY PA NJ ultimately proposes 
to acquire all of its own debt now held 
by Associated Electric Company in 
exchange for Associated Electric 





3 These are payable to Associated Gas and 
Electric Corporation. 

#Funded debt held by the public amounted 
to $6,528,200. 
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5Approval for the merger of Central _U. S. 
Utilities Company into Associated Electric 
Company was granted by the Commission, 
Holding Company Act Release No. 3205 
(1941). ; 
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ponds, thus eliminating these cross 
holdings. As indicated above, NY 
PA NJ represents that the various 
transactions are a part of a compre- 
hensive plan to simplify its holding 
company system, and it is as part of 
such plan that the various transactions 
which we have before us at the pres- 
ent time are considered. 


Declaration of Dividend by 
Northern Penn 


In order to eliminate a complicating 
factor in the NY PA NJ system and 
as one step in such plan, Northern 
Penn proposes to declare and pay as 
a dividend to NY PA NJ all of the 
Mohawk Valley bonds (assumed by 
NY PA NJ) and held by Northern 
Penn, amounting to $459,500 princi- 
pal amount, and NY PA NJ proposes 
to acquire these bonds. These secu- 
rities are carried on the books of 
Northern Penn at $351,640, and it is 


Per Books 
Sept. 30, 1941 


Amount 
$3,700,000 
208,655 


Long-term Debt: 
Bonds 
Advances from parent company (non- 
current) 


at such latter price that NY PA NJ 

proposes to acquire them.® 

As at September 30, 1941, the gross 
fixed capital of Northern Penn, per 
books, amounted to $8,479,484. 
After deducting the retirement reserve 
of $1,585,358 on the bocks of the 
company, net fixed capital amounts to 
$6,894,126. An original cost study 
has been filed with the Pennsylvania 
Public Utility Commission but has not 
been approved by that body. Such 
original cost study represents that 
write-ups amounting to $227,756 and 
acquisition adjustments amounting to 
$181,277 are contained in the proper- 
ty account.” 

The capitalization of Northern 
Penn as at September 30, 1941, per 
books and pro forma giving effect to 
the proposed transaction and pro 
forma after eliminating write-ups of 
$227,756, as indicated above, was as 
follows: 

Pro Forma after 
eliminating 
Write-ups 

Per 

cent 


54.63 


Pro Forma 
Per 
cent 


52.85 
2.98 


Per 
cent 


50.25 
2.83 


Amount 
$3,700,000 
208,655 


Amount 
$3,700,000 


208,655 3.08 





Total Debt 


Capital Stock—Common 
No par value; 22,130 shares outstand- 
ing 
Capital Surplus 
Earned Surplus* 


$3,908,655 


53.08 $3,908,655 55.83 $3,908,655 


30.05 
5,92 
10.95 


31.61 
6.23 


$2,213,000 
435,859 
443,254 6.33 


$2,213,000 
208,103 
443,254 





Total Common and Surplus .. 


.. $3,455,505 


46.92 $3,092,113 44.17 $2,864,357 





Total Capitalization and Surplus $7,364,150 100.00 


$7,000,768 100.00 $6,773,012 


*Earned surplus (per books and pro-forma) includes $387,000, arising from the reversal of 
a former charge to earned surplus and credit to stated value of common stock. 





8 As at December 9, 1941, the market price 
of these securities was as follows: 
Principal 
Amount 
$406,100 

53,300 


$459.400 


Market 
Value 
$418,283 

49,569 


$467,852 


Mohawk 6’s due 1981 ... 
Mohawk 6’s due 2031 ... 








7 The original cost study was prepared as 
at December 31, 1936. Since that date some 
portion of the excess over original cost may 
have been diminished as a result of retire- 
ments. We do not here determine the ac- 
curacy of such original cost study. 
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It is important to note that of the 
$3,700,000 principal amount of fund- 
ed debt an amount of $3,569,700 is 
publicly held and only $131,300 is held 
by other companies in the Agecorp sys- 
tem. 

[1-3] As previously pointed out 
the earned surplus account of North- 
ern Penn contains an amount of $387,- 
000 which arose as a result of a trans- 
fer from the capital stock account to 


earned surplus. This amount had pre-. 


viously been charged to earned sur- 
plus and credited to the capital stock 
account. Since that amount was at 
one time transferred to stated capital, 
it is inappropriate, in our opinion, to 
reverse the entry and credit it to 
earned surplus. Instead we believe 
that it should have been credited to 
capital surplus. This is true because 


such amount represented a capital con- 


tribution of the stockholders which 
had been set forth in financial state- 
ments as having been retained in the 
business and which, therefore, consti- 
tuted additional protective equity be- 
hind the senior securities. Conse- 
quently, we believe that the amount 
of $387,000 representing the transfer 
from the capital stock account to 
earned surplus, should, until further 
order of the Commission, be restrict- 
ed and made unavailable for the pay- 
ment of common stock dividends. The 
company has agreed that our order 
may contain a condition so limiting 
dividend payments. 

Accordingly, we will permit the 
transfer by Northern Penn and the 
acquisition by NY PA NJ of the NY 
PA NJ bonds, subject to the condi- 
tion that until the further order of the 
Commission the sum of $387,000 shall 
be segregated from the earned surplus 
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of Northern Penn and made unayaj). 
able for the payment of common stock 
dividends. 


Sale of Associated Electric Bonds }y 
Staten Island , 


[4] The sale by Staten Island of 
the $3,015,000 principal amount of 
43 per cent gold bonds refunding ¢&. 
ries, due 1956, of Associated Electric 
Company to, and the acquisition by, 
NY PA NJ are represented by appli 
cants to be partial but essential steps 
in a simplification program of the 
Agecorp holding company system, par. 
ticularly with respect to the corporate 
structure of NY PA NJ. 

In addition to the Associated Elec. 
tric Company bonds, Staten Island 
held other investments, as at Septem- 
ber 30, 1941, amounting to $2,630, 
545 per books, most of which invest 
ments it is proposed will eventually be 
transferred to NY PA NJ. Asat the 
same date, Staten Island had fixed 
property, per books, of $16,869,711, 
and a retirement reserve of $2,566- 
869, or net property of $14,302,842 
The company states that an original 
cost study has been filed with the Fed- 
eral Power Commission but that such 
study has not been approved by that 
body. The original cost study repre- 
sents that no write-ups are contained 
in the property account although it 
does disclose that acquisition adjust- 
ments amounting to $2,141,546 are 
contained therein.® 

As of September 30, 1941, Staten 
Island had bonds outstanding of only 
$1,000,000. Other debt, including a 
demand note of $282,280 owed to NY 
PA NJ, bring the total long-term debt 





8 See footnote 7. 
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of the company to $1,891,537, or 13.2 
per cent of net property, per books. 

While the debt ratio of Staten Is- 
land is consistent with the applicable 
standards of the act, the security 
structure of the company is unusually 
complex. Its capital stock consists of 
2,725 shares of noncumulative, no par, 
preferred stock, which has all the vot- 
ing power and which is held by New 
York State ® and of 360,000 shares of 
no par common stock. Of the com- 
mon stock 260,000 shares are directly 
held by NY PA NJ, while 100,000 
shares are held by Metropolitan Edi- 
son Company, a 100 per cent controlled 
subsidiary of NY PA NJ. 

The $3,015,000 principal amount of 
the Associated Electric Company 


debentures, due 1956, are carried on 
the books of Staten Island at its cost 
of $2,738,190.60. They are to be sold 
to NY PA NJ at 45 per cent of the 


principal amount thereof, or the sum 
of $1,356,750, plus accrued interest 
from October 1, 1941, to the date of 
delivery and payment, and to be taken 
into NY PA NJ’s investment account 
at cost.° NY PA NJ will pay for 
such Associated Electric bonds with 
cash and by cancellation of notes and 
open accounts owing by Staten Island 
toNY PA NJ. 

In connection with the determina- 
tion of the contract price at which the 
securities are to be transferred, Staten 
Island and NY PA NJ represent that 
among the factors considered were 
past and present market prices of the 
Associated Electric Company 44 per 
cent gold bonds, due 1953, and the 
size of the block involved, there being 
no publicly held bonds of the 1956 


maturity. The record discloses that 
the market value of other debentures 
of Associated Electric Company, iden- 
tical except as to maturity, have ranged 
since July 1, 1941, from a high of 
59% to a low of 35 and are presently 
quoted at 40. 

While there are public security- 
holders of Metropolitan Edison Com- 
pany and of New York state, it ap- 
pears from the record that NY PA 
NJ owns all of the common stocks of 
these companies and that such com- 
mon stocks represent a_ substantial 
equity in both of these companies. 
Under these circumstances it is unnec- 
essary for us to further consider the 
reasonableness of the proposed sale 
price or the general question as to 
whether such securities should be trans- 
ferred on some basis other than a ne- 
gotiated price. We shall accordingly 
approve this transaction. Our approv- 
al of the present transaction, however, 
is not to be construed as a precedent 
in other cases in which it might be 
shown that the rights of security hold- 
ers were being adversely affected. 

We conclude that the sale of the 
bonds by Staten Island meets the 
standards of § 12(f), 15 USCA 
§ 791, and Rule U-43, promulgated 
thereunder. 

Considering the acquisition by NY 
PA NJ as part of the total program, 
hereinbefore described, we see no oc- 
casion for making any adverse findings 
under §§ 10(b) or 10(c)(1), 15 
USCA § 79j and we find that the ac- 
quisition involved will have the tenden- 
cy required by § 10(c) (2). 

An appropriate order will issue per- 
mitting the declaration, as amended, 





®New York state is a 100 per cent con- 
trolled direct subsidiary of NY PA NJ. 


23 


10 The loss of approximately $1,380,000 will 
be charged to earned surplus by Staten Is- 
land. 
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to become effective, and granting the 
application, as amended with respect 
to the dividend payment by Northern 
Penn, the sale by Staten Island, and 
the accompanying acquisitions by NY 
PA NJ, subject, however, to the terms 


and conditions prescribed in Rule U- 
24 and to the further condition in re. 
gard to the declaration and payment 
by Northern Penn of dividends on its 
common stock, as hereinbefore se 
forth. 





UNITED STATES SUPREME COURT 


Pete Lubetich, Doing Business As Pacific 
Refrigerated 


Motor Line 


DD. 
United States of America et al. 


[No. 322.] 
(314 US —, 86 L ed —, 62 S Ct 449.) 


Certificates of convenience and necessity, § 61 — “Grandfather” rights — Nature 


of prior operation. 


1. An application under the “grandfather” clause of the Motor Carrier Act 
for operating authority as a common or contract carrier was properly de- 
nied where, from the effective date of the act to the date of application, 
most, if not all, of the traffic handled by applicant was solicited and billed 
by other motor carriers and moved in the applicant’s vehicles only between 
the terminals of those other carriers, p. 25. 


Certificates of conventence and necessity, § 169 — Procedure — Failure to make 


finding. 


2. Failure of the Commission to make certain findings in passing on an 
application for a common or contract carrier permit, under the “grand- 
father” clause of the Motor Carrier Act, does not render the final order 
void, where such findings were not essential to the existence of authority 


to enter the order, p. 25. 


[January 19, 1942.] 


PPEAL from decree dismissing petition to set aside order 
A denying application for certificate under “grandfather” 
clause of Motor Carrier Act; affirmed. For lower court de- 

cision see (1941) 39 F Supp 780. 


¥ 


APPEARANCES: Albert E. Stephan, 
of Portland, Oregon, argued the cause 
for appellant; Frank Coleman, of 
Washington, D. C., argued the cause 
for appellees. 
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Mr. Justice Murpuy delivered the 
opinion of the court: This is a com- 
panion case to No. 52, United States 
v. N. E. Rosenblum Truck Lines, and 
No. 53, United States. v. Margolies, 
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LUBETICH v. UNITED STATES OF AMERICA 


this day decided [314 US —, 86 L ed 
—, 42 PUR(NS) --, 62 S Ct 445]. 
Itis a direct appeal from the final de- 
cree of a specially constituted 3-judge 
district court? dismissing appellant’s 
petition to set aside an order of the In- 
terstate Commerce Commission, deny- 
ing appellant’s application under the 
“srandfather” clauses of §§ 206(a) 
and 209(a) of the Motor Carrier Act 
of [August 9th] 1935* for operating 
authority as a “common” or “con- 
tract” carrier by motor vehicle. 

[1] The Commission’s findings ® 
show that appellant’s method of oper- 
tions was substantially the same as 
that of appellees in the N. E. Rosen- 
blum Truck Lines and the Margolies 
Cases. Appellant operated between 
Los Angeles and Seattle and held per- 
mits from the states of California, 
Oregon, and Washington. Between 


June, 1935, and January, 1938, most, 
if not all, of the traffic handled by ap- 
pellant was solicited and billed by oth- 
er motor carriers and moved in appel- 
lant’s vehicles only between the termi- 


nals of those other carriers. From 
April, 1937, until January, 1938, ap- 
pellant hauled exclusively for a single 
common carrier, Hendricks Refriger- 
ated Truck Lines, Inc. The goods 
moved on Hendricks’ bills of lading 
and its tariff rates were applied. Ap- 
pellant requested loading instructions 
from, and reported loadings to, Hen- 
dricks. Appellant received the total 
revenue less ten per cent on south- 


bound loads and the total revenue on 
northbound loads. On “express” 
traffic he received a flat rate of 80 
cents per hundred pounds. Shippers’ 
claims generally were paid in the first 
instance by Hendricks and _ then 
charged back to appellant. 

In January, 1938, appellant engaged 
a solicitor of his own, established ter- 
minals and apparently discontinued 
the operations previously conducted in 
connection with other carriers. 

On the basis of its findings the Com- 
mission concluded that the service per- 
formed “was not the fulfillment of en- 
gagements in consequence of a hold- 
ing out to the general public, but was 
primarily the hauling of traffic for mo- 
tor common carriers.” * 

While the application in the instant 
case is for a common carrier certifi- 
cate, or, in the alternative, for a con- 
tract carrier permit, rather than for a 
contract carrier permit as in No. 52, 
United States v. N. E. Rosenblum 
Truck Lines, and No. 53, United States 
v. Margolies, that difference is with- 
out legal significance. The question in 
both situations is whether the appli- 
cant was a carrier, either common or 
contract, within the meaning of the 
act prior to June, 1935 and continu- 
ously thereafter to the date of the hear- 
ing. For the reasons set forth in the 
N. E. Rosenblum Truck Lines and 
Margolies Cases, this day decided, the 
decision below must be affirmed. 

[2] We have considered and found 





1 Convened pursuant to the Urgent De- 
ficiencies Act of [October 22] 1913 (38 Stat. 
at L. 220, Chap. 32, 28 USCA §§ 47 and 
47(a)) and § 205(h) of the Motor Carrier 
Act of 1935, rearranged by the Transportation 
Act of [September 18th] 1940, 54 Stat. at L. 
898, 899, as § 205(g¢) of Part II of the Inter- 
state Commerce Act, 49 USCA § 305(g). 

®The Motor Carrier Act of 1935 is now 
designated as Part II of the Interstate Com- 


merce Act. 54 Stat. at L. 919, Chap. 722, 49 
USCA § 301. 

8 Since the evidence upon which these find- 
ings were made is not included in the record 
before us, appellant may not here attack them. 
Mississippi Valley Barge Line Co. v. United 
States (1934) 292 US 282, 286, 78 L ed 1260, 
1264, 4 PUR(NS) 211, 54 S Ct 692, and 
cases cited. 

424 MCC 141, 150. 
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without substance appellant’s argu- 
ment that findings as to whether Hen- 
dricks was acting as a broker during 
the period in question and as to wheth- 
er appellant’s name was carried on his 
equipment were “quasi jurisdictional” 
and that the absence of findings on 
those points renders the order void. 
Neither finding was here essential to 
the existence of authority to enter the 
order and hence was not “quasi juris- 
dictional.” Cf. United States v. Bal- 
timore & O. R. Co. (1935) 293 US 
454, 462, 463, 79 L ed 587, 593, 594, 
55 S Ct 268; Florida v. United States 
(1931) 282 US 194, 214, 215, 75 L 
ed 291, 303, 304, 51S Ct 119. One 
of the findings of the Commission, 
which appellant may not attack ® was 





5 See supra, note 3. 


SUPREME COURT 


that appellant hauled “for Hendricks, 
a common carrier by motor vehicle,” 
and the Commission was satisfied from 
the evidence before it that Hendricks, 
and not the appellant, was the carrier 
in respect to the operations in which 
appellant was engaged. It was there- 
fore immaterial whether Hendricks 
acted as a broker in connection with 
some other operations. Whether ap- 
pellant’s name was on his equipment 
can only be a factor bearing on the ul- 
timate issue. It is in no sense “quasi 
jurisdictional.” 
Affirmed. 


Mr. Justice Roberts took no part in 
the consideration or decision of this 
case. 





PENNSYLVANIA PUBLIC 


UTILITY COMMISSION 


Pennsylvania Publications, Incorporated 


Bell ‘Telephone Company of Pennsylvania 


[Complaint Docket No. 13386.] 


Commissions, § 28 — Jurisdiction over legal questions — Right to jury trial. 
1. The Commission properly ignored, in its order, plaintiff’s request for 
a jury trial of the issues involved in a proceeding before it, since the right 
to a jury trial is not a matter to be considered or dealt with by the Com- 


mission, p. 27. 


Orders, § 12 — Interpretation — Final disposition of case. 


2. An order directing a company 
disposition of a case involving that 


to furnish telephone service until final 
service meant that the company should 


continue to serve only until the Commission’s order was issued rather than 


until complainant had exhausted all 


remedies available to it, p. 29. 


[January 26, 1942.] 


sheen for rehearing of proceeding dismissing complaint 
against telephone company refusing to serve complainant; 
rehearing denied. For earlier decision see 42 PUR(NS) 170. 
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PENNSYLVANIA PUBLICATIONS, INC. v. BELL TELEPH. CO. 


By the Comission: On January 
12, 1942, 42 PUR(NS) 170, we is- 
wed our order in this proceeding dis- 
missing the complaint of Pennsylvania 
Publications, Inc., against the Bell 
Telephone Company of Pennsylvania 
for its action in refusing to continue 
the rendering of telephone service to 
complainant. On January 22, 1942, 
complainant filed a petititon for re- 
hearing, which is now before us for 
disposition. 

The matters upon which complain- 
ant’s petition is based may be sum- 
marized as follows: 

1. That the Commission in its or- 
der did not pass upon a request made 
by complainant for a jury trial of the 
issues involved. 

2. That the Commission in its or- 
der did not specifically pass upon the 
rulings of the sitting examiner as to 
the admissibility of evidence offered 
at the hearings. 

3. That the Commission’s order 
misquoted respondent’s answer to the 
complaint to the extent of stating that 
respondent “‘feared that if it did not 
discontinue its service to complainant, 
it would be charged with aiding and 
abetting the Commission of the crimes 
of bookmaking and_ pool-selling.” 
Complainant alleges that the word 
“may” appears in the above-quoted 
portion of respondent’s answer rather 
than the word “would.” 

4. That the Commission’s order 
does not state that there has been a 
recent reduction in the amount of tele- 
phone equipment installed on com- 
plainant’s premises, and that complain- 
ant should be permitted to present evi- 
dence on that matter. 

5. That the Commission’s order 
does not state that complainant since 


February, 1940, had not been using 20 
of the 40 telephone lines installed on 
its premises because of the fact that 
the two publications to which these 
lines were allocated had been discon- 
tinued. 

6. That the Commission’s order er- 
roneously states that complainant’s 
publication shows the position in 
which each horse listed therein finished 
in the previous race in which it ran. 

7. That the Commission erred in 
finding that complainant’s telephone 
and teletypewriter equipment is main- 
tained ‘“‘for the purpose of disseminat- 
ing results of races already run and 
other racing information.” 

8. That the Commission’s findings 
of fact with respect to the use made 
of complainant’s publication by book- 
makers, and the importance of the 
publication in the conduct of that busi- 
ness are not supported by the evi- 
dence. 

9. That the Commission erroneous- 
ly held that the instant case is gov- 
erned by the principles established in 
the case of Plotnick v. Public Utility 
Commission (1941) 143 Pa Super Ct 
550, 39 PUR(NS) 423, 18 A(2d) 
542. 

We have carefully examined all of 
the matters advanced by complainant 
in its petition and are of opinion that 
none of them constitute a proper or 
sufficient reason for the granting of a 
rehearing. 

[1] The right of trial by jury is 
conferred by § 1110 of the Public 
Utility Law, which provides as fol- 
lows: ‘Nothing in this act contained 
shall be construed to deprive any par- 
ty, upon any such appeal and judicial 
review of the proceedings and orders 
of the Commission, of the right to 
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trial by jury of any issue of fact 
raised thereby or therein, where such 
right is secured either by the Consti- 
tution of the commonwealth or of the 
United States, but in every such case 
such right of trial by jury shall remain 
inviolate: Provided, however, that 
when any appeal is taken, such right 
shall be deemed to be waived upon all 
issues, unless expressly reserved in 
such reasonable manner as shall be pre- 
scribed by the superior court.” 

The mere reading of the above- 
quoted provisions will serve to dem- 
onstrate that the right to a jury trial 
is a matter to be asserted upon appeal 
from the determinations of the Com- 
mission, and is not a matter to be con- 
sidered or dealt with by the Commis- 
sion at the trial or disposition of a pro- 
ceeding before it. Consequently, 


plaintiff’s request for a jury trial was 


improperly made in this case, and was 
properly ignored in our order. 
Complainant, in its petition, avers 
that at the hearings in this case certain 
rulings of the sitting examiner with 
respect to the admissibility of evidence 
were referred to the Commission, but 
were not disposed of in our order. We 
have carefully reéxamined the present 
record and fail to find any instance in: 
which either complainant or the exam- 
iner submitted any point of evidence 
for a specific ruling by the Commis- 
sion. All offers to introduce testi- 
mony and exhibits were duly passed 
upon by the examiner without refer- 
ence to us. While we are of opinion 
that we are not obliged to comment in 
our orders upon each and every ruling 
of our hearing examiners to which ex- 
ceptions have been taken, we will, how- 
ever, state here, in order to prevent 
any possible misunderstanding, that 
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our review of the record prior to th 
issuance of our order of January 12 
1942, supra, led us to the conclusio 
that all of the rulings of the examine 
with respect to the admissibility of ey; 
dence were proper. 

Complainant is correct in its state 
ment as to the phraseology used by re. 
spondent in the portion of its answer 
above referred to in paragraph (3), 
but the establishment of that fact does 
not require the taking of additional 
testimony, nor does it require altera- 
tion of our disposition of this case, 
Our inadvertent misquotation consti- 
tutes a harmless error which in no way 
affects the propriety of our findings, 
Likewise, complainant is correct in its 
assertion that its publication does not 
show the position in which each horse 
listed therein finished the previous 
time it ran, but discloses only whether 
the horse finished first, second, or third 
on that occasion. This also is a mat- 
ter not requiring the taking of addi- 
tional testimony, nor requiring a dif- 
ferent disposition of the case from that 
which we have already made. 

The Commission’s order makes no 
reference to any recent reduction in 
the amount of telephone facilities in- 
stalled on complainant’s premises for 
the simple reason that no testimony to 
that effect is contained in the record. 
Further, we are unable to perceive 
how such fact, if established, would 
require any change in our decision of 
January 12, 1942, supra. Complair- 
ant does not propose to show that the 
10 lines and 2 “order turrets” al- 
leged to be presently installed on its 
premises are used for any different 
purpose than the 40 lines and 5 “or- 
der turrets” found in the Commis- 
sion’s order. Proof of a change in the 
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ymount of telephone equipment pres- 
ntly used by complainant unaccompa- 
tied by proof of a change in the 
character of the use thereof would in 
n0 way dictate that we should alter our 
finding that complainant is not entitled 
{oa continuation of telephone service. 

The reason why the Commission’s 
order contains no findings with respect 
to a discontinuance of use since Feb- 
ruary, 1940, of 20 lines installed on 
complainant’s premises referred to in 
paragraph (5) above is because no 
dear and satisfactory proof of such 
fact appears of record. Complainant 
was given full opportunity to prove 
this matter if it were deemed material, 
but failed to do so. It may also be 
added even if such fact were estab- 
lished at this time it would not neces- 
sitate any change in our disposition of 
this case. 

The matters referred to in para- 
graphs (7), (8), and (9) above do 
not require a rehearing of the instant 
case by the Commission. The ques- 
tions of whether or not the Commis- 
sion’s findings are supported by the 
evidence and whether or not the Com- 
mission has applied the law properly 
to the facts found by it are matters 
purely of argument which do not re- 
quire the taking of any additional tes- 
timony. Prior to the issuance of our 
order of January 12, 1942, complain- 
ant filed a brief and presented oral ar- 
gument on all of the questions here in- 
volved, and we have given careful con- 
sideration thereto. Upon full recon- 
sideration of our findings of fact and 
conclusions of law attacked by com- 
plainant we perceive no valid reason 
why they should be disturbed. 

[2] In addition to the matters 


above discussed complainant in its pe- 
tition requests the Commission to 
clarify its order of July 31, 1940, 
which directed respondent to furnish 
telephone and teletypewriter service to 
complainant until “final disposition of 
this complaint.” Complainant de- 
sires a ruling to the effect that our or- 
der directed respondent to serve until 
complainant has exhausted all reme- 
dies available to it. Such was not our 
intention. Our order of July 31, 1941, 
is properly interpreted to mean that 
respondent should continue service to 
complainant until our final order was 
issued in the case. This interpreta- 
tion is consonant with § 1112 of the 
Public Utility Law, which provides as 
follows: 

“Effect of Commission Action— 
Whenever the Commission shall make 
any rule, regulation, finding, determi- 
nation, or order under the provisions 
of this act, the same shall be prima 
facie evidence of the facts found, and 
shall remain conclusive upon all par- 
ties affected thereby, unless set aside, 
annulled, or modified in an appeal to 
the superior court taken as provided 
in this act.” 

Our final order herein has been is- 
sued, and complainant is no longer en- 
titled to a continuation of telephone 
and teletypewriter service from re- 
spondent except as provided by § 1112 
of the Public Utility Law. 

All of the matters and things herein 
involved having been fully considered, 
therefore, 

Now, to wit, January 26, 1942, it is 
ordered: That the prayers of com- 
plainant’s petition for rehearing be and 
are hereby denied. 
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sidiaries from the provisions of the 
Public Utility Holding Company Act 
of 1935 pursuant to § 3(a)(3) of 
said act, 15 USCA § 79c(a) (3).? 
Section 3(a)(3) provides that the 
Commission shall exempt any holding 
company and every subsidiary thereof 
as such from any provision or provi- 
sions of the act unless and except in 
so far as it finds the exemption detri- 
mental to the public interest or the in- 
terest of investors and consumers, if: 
“(3) such holding company is only 
incidentally a holding company, being 
primarily engaged or interested in one 
or more businesses other than the 
business of a public-utility company 
and (A) not deriving, directly or in- 
directly, any material part of its in- 
come from any one or more subsidiary 
companies, the principal business of 
which is that of a public-utility com- 
pany, or (B) deriving a material part 
of its income from any one or more 
such subsidiary companies, if substan- 
tially all the outstanding securities of 
such companies are owned, directly or 
indirectly, by such holding company.” 


Description of Applicant and Its 
Public Utility Subsidiaries 


Applicant was incorporated on Au- 
gust 5, 1882, under the laws of the 
state of New Jersey. Its business con- 
sists of owning stocks, bonds, and oth- 
er securities of corporations, most of 
which are engaged principally in pro- 
ducing, refining, transporting, buying, 
and selling, at wholesale and retail, 
petroleum and products derived there- 
from, in far-flung areas throughout 
the world. Four of applicant’s subsid- 


iaries, however, are gas utilities as 
defined in § 2(a)(4) of the Holding 
Company Act, 15 USCA § 79b(a) 
(4), and the Rules and Regulations 
thereunder. These are Hope Natural 
Gas Company, the East Ohio Gas 
Company, the River Gas Company, 
and the Peoples Natural Gas Com- 
pany.* All of the securities of these 
subsidiaries are owned by applicant. 
Hope was incorporated under the 
laws of West Virginia on September 
17, 1898. The company is engaged 
in the purchase, production, transpor- 
tation and sale, at wholesale and retail, 
of natural gas in the state of West 
Virginia, and all of its property and 
operations are confined to that state. 
As of December 31, 1940, it had gross 
assets of $86,218,364, gross operat- 
ing income of $24,537,406, and net in- 
come of $5,622,189. During 1940 it 
served 44,726 customers, the principal 
communities served being Parkers- 
burg and Clarksburg, West Virginia. 
East Ohio is an Ohio corporation 
formed by the consolidation on Feb- 
ruary 24, 1910, of a predecessor cor- 
poration of the same name incorporat- 
ed on September 8, 1898, with two 
manufactured gas companies operat- 
ing in Cleveland. The business of the 
company is principally that of distrib- 
uting natural gas at retail in the east- 
ern portion of the state of Ohio to 
which state its operations are limited. 
On December 31, 1940, East Ohio had 
gross assets of $84,004,583, gross op- 
erating income of $30,195,759, and 
net income of $3,913,749. It distrib- 
uted gas to 516,699 customers, princi- 
pally in Cleveland and its suburbs, Ak- 





1The original application was filed on No- 
vember 30, 1935, and was amended on Sep- 
tember 22, 1939, and October 7, 1941. 


2For convenience, these companies will be 
referred to as “Hope,” “East Ohio,” “River,” 
and “Peoples,” respectively. 

8 See chart p. 9. [Chart omitted.] 
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ron, Youngstown, Canton, and War- 
ren, Ohio.* 

River was incorporated in West Vir- 
ginia on May 2, 1894. At its origin, 
the company carried on the produc- 
tion, purchase, and distribution of nat- 
ural gas in West Virginia and Ohio, 
but in 1910 its West Virginia proper- 
ties were sold, and since that time its 
operations have been limited to the 
state of Ohio. In 1928, all of its pro- 
ducing properties were sold to an af- 
Lycoming United Gas Corporation 

New York State Natural Gas Corp. 

Keuka Construction Corporation 


Interstate Natural Gas Company, Inc 
Colorado Interstate Gas Company 


Mississippi River Fuel Corp. ...............- 


Natural Gas Pipeline Co. of America 


filiate, and since that date it has been 
engaged solely in the distribution of 
natural gas to consumers. As of De- 
cember 31, 1940, River had gross as- 
sets of $1,028,487, gross operating 
income of $508,687, and net income 
of $40,918. It distributed gas to 4,- 
418 customers, principally in Marietta, 
Ohio, and surrounding communities.* 

Peoples is a Pennsylvania corpora- 
tion organized June 26, 1885. It is 
engaged in the purchase, production, 
transportation, and sale, at wholesale 
and retail, of natural gas in Pennsyl- 
vania, all of its property being located 
in that state and its operations being 
confined thereto. On December 31, 
1938, the Columbia Natural Gas Com- 
pany, a wholly owned gas utility sub- 
sidiary of Peoples, which also owned 
and operated facilities in Pennsylvania 
for distribution at retail of natural gas, 
was merged into Peoples. As of De- 
cember 31, 1940, Peoples had gross 
assets of $49,286,877, gross operating 


4See Chart p. 9. 
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income of $12,651,646, and net in. 
come of $1,521,962. It had 156,163 
customers for gas, the principal com. 
munities served being Pittsburgh and 
Altoona, Pennsylvania.* 

In addition to its investment in the 
four natural gas subsidiaries, appli- 
cant owns or controls various natural 
gas producing companies and holds the 
following investments in companies 
which supply natural gas to utility 
companies in other states for resale: 

(81.7% of common stock 
(92.8% of outstanding notes 
53.9% of common stock 


(42.5% of common stock 
(50.5% of preferred stock 


eseeNiome eae 22.4% of common stock 


(14.3% of common stock 
(14.3% of outstanding bonds 
and debentures 
Test Applicable under “Only Inci- 
dentally a Holding Company” Clause 


[1] It is evident from the record 
that applicant has always been, and is 
now, primarily engaged or interested 
in a business other than the business 
of a public utility company, such busi- 
ness being the production, transporta- 
tion, refining, and sale of petroleum 
and petroleum products. In our opin- 
ion, in Re Cities Service Co. (1940) 
Holding Company Act Release No. 
2444, 36 PUR(NS) 257, however, it 
was made clear that this factor is in- 
sufficient in itself to constitute the 
basis for a claim for exemption under 
§ 3(a)(3). As we said in that de- 
cision, at pp. 267, 268: 

“Section 3 (a) (3) requires, inter 
alia, that a holding company to be eli- 
gible for the exemption provided 
therein must be ‘only incidentally a 
holding company, being primarily en- 
gaged or interested in one or more 
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businesses Other than the business of 
2 public-utility company.’ The appli- 
cant urges that the phrase ‘only inci- 
dentally a holding company’ is de- 
fned and restricted by the words fol- 
lowing and therefore that any hold- 
ing company which is ‘primarily en- 
gaged or interested in one or more 
businesses other than the business of 
a public-utility company’ must neces- 
sarily be ‘only incidentally a holding 
company.’ We are asked, in effect, 
to ignore the phrase ‘only incidentally 
a holding company,’ to read this sec- 
tion as though the words had been 
omitted, and thus to violate the cardi- 
nal rule of statutory construction that, 
if possible, significance and effect 
must be given to every word in a stat- 
ute. 

“While we cannot accept applicant’s 
contention in this respect, we do agree 
with its argument that the words ‘only 


incidentally a holding company, being 
primarily engaged or interested in one 
or more businesses other than the busi- 
ness of a _ public-utility company’ 
must be read together to create a sin- 
gle test and that the scope of the quali- 
fication is explained by the latter por- 


tion of the quoted language. But it 
is equally true that the meaning of the 
entire clause must be construed in the 
light of the ‘incidentally’ phrase. Thus 
in determining whether applicant is 
‘only incidentally a holding company, 
being primarily engaged or interested 
in one or more businesses other than 
the business of a public-utility com- 
pany,’ we must give significance and 
effect to ‘only incidentally’ as well as 
to ‘primarily.’ 


“We are of the opinion, therefore, 
that the question whether a holding 
company satisfies this requirement of 
§ 3 (a) (3) must be determined in 
each case upon consideration of a va- 
riety of circumstances; such as the 
relationship between the gas and elec- 
tric operations of the company’s util- 
ity subsidiaries and the other business 
or businesses in which it is engaged or 
interested—1. e., whether the business 
of the utility subsidiaries is incidental 
or accessory to the nonutility business 
or 1s wholly unrelated to it,—the size 
of the company’s utility subsidiaries 
and the scope of their operations, and, 
where the utility business is small, the 
company’s stake in the utility business 
as compared with its interest in the 
other lines of business.”*® 


Relationship of Applicant’s Gas Util- 
ity Operations to Its Primary Busi- 
ness. 


At the close of the nineteenth cen- 
tury and the beginning of the twen- 
tieth century, the states of Pennsyl- 
vania, West Virginia, Ohio, and, to a 
lesser extent, New York were respon- 
sible for most of the production of oil 
in this country. In drilling for oil, 
large quantities of natural gas were 
discovered, particularly in the West 
Virginia area. At first, the gas so dis- 
covered was allowed to waste, being 
burned in the flambeau tips around the 
fields. As its commercial possibilities 
became manifest, however, the pro- 
ducing companies, including applicant, 
became interested in conserving it and 
transporting it to markets which could 
profitably absorb it. Accordingly, 





5In our subsequent opinion in Re Manu- 
facturers Trust Co. (1941) Holding Company 
Act Release No. 2755, 39 PUR(NS) 144, we 
held that the existence of a functional rela- 
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tionship between the applicant’s utility opera- 
tions and its primary business is an essential 
element of a finding that the applicant is “only 
incidentally a holding company.” 
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River and later Hope and East Ohio 
were organized to take over the gas 
reserves of applicant’s oil subsidiaries 
and to attempt to find outlets for the 
gas in West Virginia and Ohio. A few 
years later, in 1903, in order to find a 
further outlet for Hope’s gas reserves, 
applicant bought its interest in Peo- 
ples which owned distribution facili- 
ties in the Pennsylvania area. In thus 
serving as an outlet for gas inciden- 
tally discovered in carrying out its oil 
production activities, applicant’s gas 
utility operations might be said, in 
their origin, to have borne a substan- 
tial relationship and to have been ac- 
cessory and incidental to applicant’s 
oil production business.® 

It would appear, however, that once 
applicant had fairly launched its natu- 
ral gas business, that business was op- 
erated independently and without re- 
lation to the oil business, and devel- 
oped to a scope far beyond its early 
“by-product” character. Thus, almost 
from its beginning, gas leases were 
bought from individuals and corpora- 
tions not affiliated with the applicant 
for the purpose of safeguarding and 
augmenting applicant’s gas reserves 
and in addition purchases of gas from 
nonaffiliated producers were resorted 
to in order to meet the demands of 
the expanding market. As early as 
1925, the major part of the gas dis- 
tributed by applicant’s gas utility sub- 
sidiaries was purchased from nonaf- 
filiated producers. Moreover, during 


the same period, additional gas distr}. 
bution systems were acquired by ap. 
plicant’s subsidiaries even though the 
production of the gas utility subsidia. 
ries was entirely inadequate to fulfil 
the requirements of the existing dis. 
tribution facilities.” 

While applicant’s natural gas busi- 
ness in the Appalachian area was thus 
constantly expanded and extended, its 
oil production business in that area has 
constantly dwindled until it has 
reached almost a vanishing point. In 
1900, some 63,000,000 barrels of oil 
were produced in the entire United 
States and of that amount Pennsyl- 
vania, West Virginia, Ohio, and New 
York produced about 53,000,000 bar. 
rels. Applicant’s subsidiaries at that 
time produced about 12,000,000 bar- 
rels in these four states. The total 
crude oil production in 1940 of all of 
applicant’s subsidiaries in Ohio, Penr- 
sylvania, West Virginia, and New 
York consisted of only 483,852 bar- 
rels, having a dollar value of $836, 
552.8 This compares with a total do- 
mestic oil production of applicant’s 
subsidiaries of 74,965,950 barrels, 
having a dollar value of $81,514,300 
and a total domestic and foreign pro- 
duction of 186,458,700 barrels, hav- 
ing a dollar value of $169,750,514. It 
is apparent, therefore, that the pres- 
ent crude oil production in this area 
is a negligible portion of the oil pro- 
duction of applicant’s subsidiaries. 
Moreover, these figures with respect 





6 See Re Consolidated Oil Corp. (1937) 2 
SEC 165; Hickok Oil Corp. (1938) 3 SEC 
457 and Re Standard Oil Co. of California 
(1939) 4 SEC 626. 

7 Thus, Ralph W. Gallagher, applicant’s 
vice president in charge of the gas utility op- 
erations, testified that in 1912 applicant pur- 
chased the production facilities of the Mohican 
Oil and Gas Company, which supplied natural 
gas at wholesale to the city of Akron and that, 
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subsequently, applicant purchased the prop- 
erties of the Akron Gas Company and that 
these purchases were solely for the purpose of 
entering further into the business of selling 
gas at retail. 

8 This decrease is attributable in large meas- 
ure to the divestment by applicant of its maj- 
or oil producing subsidiaries in this area as 4 
result of the antitrust decree entered in 1911. 
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to crude oil production in the gas util- 
ity area compare with total gas sales 
of the gas utility subsidiaries of 100,- 
604,472 thousand cubic feet, giving 
rise to total revenues of $46,604,- 
064.92. It can hardly be claimed that 
a business resulting in total revenues 
of over $40,000,000 is incidental and 
accessory to a business yielding only 
approximately 2 per cent of such 
amount. Such relationship as might 
be present could give support only to 
a contention that the oil producing 
business in this area is incidental to 
the gas utility business and hardly the 
converse, which is the issue here. 

To the foregoing, must be added the 
i fact that the gas utility business of ap- 
plicant’s gas utility subsidiaries no 
longer serves primarily their historic 
function of distributing gas produced 
by those subsidiaries. In 1940 the 
East Ohio Company produced for 
174 per cent of the gas required for 
its distribution system, purchasing 75 
per cent of the remainder from Hope 
and the balance from nonaffiliates. 
Similarly, Peoples produced only some 
33 per cent of its needs, purchasing 
approximately 35 per cent from Hope 
and the balance from nonaffiliated pro- 
ducers. River produced none of the 
gas sold by it, almost all of its needs 
heing supplied by affiliated companies. 
Hope, which as has been seen, is the 
principal source of production in ap- 
plicant’s gas utility system, produced 
only about 25 per cent of gas sold by 
it in meeting its own needs and the 
requirements of its affiliates, purchas- 


ing the balance from nonaffiliates. 
Thus, it must be concluded that the 
applicant’s gas utility business no 
longer can, if it ever could, be consid- 
ered primarily to involve the distribu- 
tion of gas produced by it but rather 
has developed into an entirely inde- 
pendent business of purchase and sale 
bearing no relationship to any other 
phase of applicant’s business.® In- 
deed, even so far as the gas utility 
companies distribute gas produced by 
them, applicant’s representatives have 
admitted that only an insignificant 
part of such production at the present 
time is of gas discovered in the proc- 
ess of prospecting for oil and that al- 
most the whole of such production is 
from gas reserves developed or pur- 
chased as such. 

From the foregoing, there would 
seem to be no question that the gas 
utility business of applicant’s subsid- 
iaries does not today bear any inci- 
dental or accessory relationship to the 
oil production business of applicant 
in the Appalachian area. The oil 
transmission and distribution business 
in that area, of course, has no possible 
relationship to the gas utility business 
nor can any such relationship be found 
with respect to the oil production of 
applicant’s subsidiaries in other areas 
of the United States and in foreign 
territories. Similarly, even if such 
incidental relationship were to be 
found between applicant’s nonutility 
gas transmission business and its pri- 
mary petroleum business, there is no 
such relationship between the business 





®The extent to which this development has 
gone is indicated by the statements of appli- 
cant’s representatives that purchased gas is re- 
lied on in meeting the base loads of the utility 
subsidiaries and that the wells owned by such 
subsidiaries are used only to supply excess gas 


necessary to meet peak requirements. In ad- 
dition, it is proposed that a pipe line from the 
Louisiana gas field be constructed to fulfill 
prospective requirements in view of the pro- 
gressive exhaustion of the Appalachian re- 
serves. 
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of the gas utility subsidiaries and the 
nonutility transmission lines which de- 
rive their supplies of gas from entire- 
ly different sources and distribute such 
gas to distribution systems in other 
areas of the country. 


The Size of Applicant’s Gas Utility 
Business 


[2] While the nonexistence of any 
incidental relationship between appli- 
cant’s gas utility operations and its 
primary business would in itself re- 
quire us to reject its claim that it is 
“only incidentally a holding com- 
pany” within the meaning of § 3 (a) 
(3), the same result would necessarily 
follow even were such relationship 
present, by reason of the magnitude 
of the gas utility operations. Refer- 
ring again to our opinion in Re Cities 
Service Co. supra, 36 PUR(NS) at 
p. 268, we stated that the relevant fac- 
tors were, in addition to the relation- 
ship, “the size of the company’s utility 
subsidiaries and the scope of their op- 
erations, and, where the utility busi- 
ness is small, the company’s stake in 
the utility business as compared with 
its interest in other lines of business.” 
The size and the extent of the opera- 
tions of applicant’s utility subsidia- 
ries are indicated by the summary fol- 
lowing: 

The relative size of applicant’s util- 
ity business to that of other holding 
company systems which are subject 
to regulation of the Public Utility 
Holding Company Act of 1935 is 
graphically illustrated by the accom- 


panying chart. From this it appean 
that applicant’s gas utility system cop. 
stitutes probably the third largest jy 
the United States. If comparable fig 
ures could be obtained limited to th 
natural gas operations of the othe 
holding company systems, applicant’ 
comparable rank might be even high. 
er. 

The fact that applicant’s gas utility 
business is small in relation to its othe 
activities is irrelevant since, as ye 
pointed out in the Cities Service Com. 
pany opinion, supra, that factor js 
important only when the gas utility 
business is small in an absolute as wel 
as a relative sense.’ Certainly, the 
intention of Congress was not to ex- 
empt from the operations of the acta 
company which would otherwise be 
subject thereto, solely by reason of its 
hybrid character. 


Standard Applicable under the 
“Unless and Except Clause’ 


[3] Even if the applicant were, con- 
trary to our conclusion, found to be 
“only incidentally a holding company” 
that would not be enough in itself to 
entitle it to an exemption from the 
operations of the various provisions 
of the Public Utility Holding Com- 
pany Act. As we have previously 
said: “Over and above the necessity 
of complying with this formal require- 
ment, there is the requirement that 
each exemption from any provision of 
the act shall be scrutinized in the light 
of the public interest and the interest 
of investors and consumers.” More- 





10 Considerations with respect to whether 
the proportion of applicant’s income derived 
from its utility subsidiaries is material are ir- 
relevant to a determination under § 3(a) (3) 
where the subsidiaries are wholly owned. 
Cases cited N. 3. See also Re Aluminum Co. 
of America (1939) Holding Company Act 
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Release No. 1669, 5 SEC 640; Re Cabot 
( rg Holding Company Act Release No. 


11Re American & Foreign Power Co. 


(1939) 6 SEC 396, 402, quoted in Re Inter- 


national Utilities Corp. (1941) Holding Com- 
pany Act Release No. 2810. 
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over, in determining whether the pub- 
lic interest and the interest of inves- 
tors and consumers require the denial 
of the exemption, it is necessary to 
consider not only such abuses as have 
actually occurred but also those poten- 
tially present by reason of the circum- 
stances. The purposes of the act are 
preventive™ as well as curative and it 
may be necessary or appropriate to 
retain jurisdiction in order to achieve 
the former as well as the latter. 

In the present situation, our record 
discloses that there have been intra- 
system transactions, including inter- 
company advances and servicing ar- 
rangements, which are of the type 
which was recognized by Congress as 
the subject of potential abuse and 
which were, therefore, made the sub- 
ject of our scrutiny. While we wish 
to draw no conclusion as to the ex- 
istence of actual abuses with respect 
to such transactions within applicant’s 
system, it is necessary and appropriate 
for us to retain jurisdiction over ap- 
plicant and its subsidiaries in order to 
scrutinize such transactions and pre- 
vent the possibility of abuses contrary 
to the public interest. Moreover, while 
again we make no attempt to define or 


pass upon such issues at the present 
time, the magnitude of applicant’s gas 
utility business, its position in the nat- 
ural gas industry, and the scope of its 
operations give rise to problems of in- 
tegration, the resolution of which is 
basic to the administration of the act 
and has been declared by Congress to 
be in the public interest. The need 
for scrutiny of intrasystem transac- 
tions and consideration of problems of 
integration including the transactions 
which may be collateral thereto would 
in themselves require us to deny the 
exemption. 

On the basis of facts presented in 
the record, therefore, we must deny 
the application for exemption from 
the provisions of the Holding Com- 
pany Act under § 3 (a) (3) thereof. 
In view of the peculiar problems pres- 
ent by reason of applicant’s interests 
in its other businesses, however, and 
in view of applicant’s expressed will- 
ingness to cooperate in a solution of 
the problems arising from its public 
utility business, the order to be issued 
in accordance with this opinion will 
contain a provision suspending its op- 
eration for a period of six months. 





12Thus, the United States circuit court of 
appeals for the sixth circuit said with respect 
to the Holding Company Act: “The statute 
contemplates action prospectively. It is a 
preventive measure intended to regulate action 


before the interests of those concerned are 
adversely affected.” 

Detroit Edison Co. v. Securities and Ex- 
change Commission (1941) 119 F(2d) 730, 
739, 39 PUR(NS) 193, 206. 
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Re Alabama Power Company 


[Project No. 618, Opinion No. 67.] 


Valuation, § 153 — Construction overheads — Power project — Bonus payments. 
1. Bonuses paid to employees of a construction company, an affiliate of 
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Federal licensee, were disallowed in determining the original cost of a power 
project, p. 42. 

Valuation, § 122 — Construction overheads — Cost studies. 
2. Studies of the estimated cost of developing sources of hydro and steam 
power and load forecast studies were disallowed in determining the original 
cost of a power project, since they should have been charged to operating 
expenses, p. 43. 


Valuation, § 143 — Construction overheads — Preliminary study — Power project, 
3. Studies of line capacities, location of condensers, and voltage regula. 
tion should be disallowed in determining the original cost of a power project, 
p. 43. 


Valuation, § 143 — Construction overheads — Power project — Preliminary ex- 
pense. 
4. Preliminary studies of hydro and steam stations and miscellaneous charges 
in connection with specific contemplated undertakings were disallowed in 
determining the original cost of a power project, since such matters should 
have been charged to miscellaneous deferred debits, p. 43. 
Valuation, § 143 — Construction overheads — Power project — Load and cost 
studies. 
5. Studies of the estimated load, cost, and expected revenue of retail electric 
projects were disallowed in determining original cost of a power project, 
they not being construction overheads, p. 43. 


Valuation, § 122 — Construction overheads — Power project — Traveling ex- 
penses. 
6. Traveling expenses of supervisory employees of a construction company, 
an affiliate of Federal licensee, were disallowed in determining the original 
cost of a power project, since they should have been charged to specific 
jobs or to operating expenses, p. 43. 


Valuation, § 153 — Construction overheads — Power project — Service emblems. 
7. The cost of service emblems given to employees of a construction com- 
pany, an affiliate of Federal licensee, in recognition of a prescribed term of 
service, was disallowed as part of the original cost of a power project, such 
payment constituting a gratuity, p. 43. 

Valuation, § 153 — Overheads — Power project — Lobbying expense. 

8. Membership fee in an organization designed to influence legislation for 
its — was disallowed as part of the original cost of a power project, 
p. 43. 

Valuation, § 147 — Rental during construction — Cost of power project. 

9. Rent paid to an affiliate for office space by a Federal licensee was allowed 
in determining the original cost of a power project, p. 44. 

Valuation, § 153 — Employee recreation — Power project. 

10. Expenses of a club maintained for employees of a Federal licensee were 
disallowed as part of the original cost of a power project, p. 44. 

Valuation, § 114 — Printing costs — Financing cost — Power project. 

11. The cost of printing debentures was disallowed as a construction ovet- 
head in determining the original cost of a power project, such amount hayv- 
ing been provided for in the Commission’s allowance of 6 per cent interest 
during construction, p. 44. 
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Valuation, § 153 — Overheads — Nonproject expense — Power project. 

12. The expenses of offices opened by a construction company, an affiliate 
of a Federal licensee, because of expanding business were disallowed as 
part of the original cost of a power project, p. 44. 

Valuation, § 119 — Pyramiding overheads — Power project. 

13. The sum representing a 3 per cent charge on a portion of a construction 
company’s direct project charges, overhead, and fee was disallowed as part 
of the original cost of a power project, since the construction company was 
an affiliate of the Federal licensee and the Commission does not approve the 
pyramiding of overheads to increase project costs, p. 46. 

Valuation, § 139 — Construction period — Power project. 

14. The period to be allowed for capitalization of interest, taxes, and re- 
lated charges of a power project should include the period of active con- 
struction as well as the time consumed by preliminary investigation and 
planning, p. 46. 

Valuation, § 140 — Interest during construction — Power project. 

15. An allowance of 6 per cent simple interest was made for use of a Fed- 
eral licensee’s own funds during construction of a power project, p. 46. 

Valuation, § 140 — Interest during construction — Power project. 

16. Interest for one-half of the preliminary construction period was com- 
puted on the total approved project expenditures, other than interest, in- 
curred prior to the end of the preliminary period, p. 46. 

Valuation, § 114 — Organization expense — Financing costs — Power project. 
17. The expenses incurred by a Federal licensee in selling preferred stock 
and bonds claimed in power project cost as organization expense were dis- 
allowed, since those items represent a financing cost, p. 47. 

Valuation, § 150 — Taxes prior to construction — Power project. 

18. Taxes accruing prior to the preliminary development period were dis- 
allowed as part of the original cost of a power project, p. 48. 
Valuation, § 147 — Rental during construction — Power project. 
19. Construction equipment rental was allowed as part of the original cost 
of a power project only to the extent that it did not exceed the actual cost 
of such equipment, p. 50. 
(Draper and MANty, Commissioners, concur and dissent in part.) 
[October 7, 1941. Rehearing denied January 16, 1942.] 
| Sap rapes to determine original cost of power project; 
order issued determining cost and prescribing accounting 


therefor. Order amended and rehearing denied. 


ta 
APPEARANCES: P. W. Turner, By the Commission: This matter 
Walter Bouldin, W. M. Moloney, and involves the determination, under 
W. D. Lavender, of Martin, Turner & § 4(b) of the Federal Power Act, 16 
McWhorter, for the licensee; D. W. USCA § 797(b) of the actual legiti- 
Robinson, Jr., General Counsel, F. R. mate original cost as of December 31, 
Bell, Charles M. Goetz, and Charles 1929, of the Jordan Dam Project No. 
V. Shannon, for the Commission. 618 of the above-named licensee. 
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The project is located at Lock 18 
on the Coosa river in the state of Ala- 
bama downstream from Licensee’s 
Mitchell Dam Project No. 82. It was 
constructed in accordance with plans 
previously approved by us and con- 
sists principally of a mass concrete 
dam, 115 feet high and 2,066 feet long, 
and a powerhouse with an installed 
capacity of 100,000 kilowatts. 

On November 7, 1925, we issued a 
license for the construction and oper- 
ation of this project to Alabama Pow- 
er Company (hereinafter referred to 
as “‘licensee”). Following comple- 
tion of construction, licensee, on Oc- 
tober 1, 1930, filed its initial cost state- 
ment claiming $13,047,334.50 as the 
actual, legitimate original cost of the 
project as of December 31, 1929. 

A joint audit of this claim was made 
by members of our staff and the staff 
of the Alabama Public Service Com- 


mission, the results being embodied in 
a joint report dated July 27, 1931, 


which was served upon licensee. 
Thereafter a conference was held be- 
tween representatives of the licensee 
and members of the staffs of the two 
Commissions. Pursuant to our rules 
then in force, the disposition of certain 
of the questioned items was agreed 
upon subject to our approval. 
Subsequent to the conference our 
staff prepared a preliminary account- 
ing report and an engineering report 
which were served upon licensee. The 
staff proposed an addition of $175 to 
licensee’s claim thus making the total 
claimed cost $13,047,509.50. Of that 
amount, $7,561,489.53 was not sus- 
pended and the balance, $5,486,019.97 
was specifically questioned. After 
service of said reports and licensee’s 
protests thereto, a hearing was held be- 
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fore a trial examiner beginning on De- 
cember 8, 1939, and ending on Jan- 
uary 27, 1940. Briefs have been filed 
by counsel for licensee and counsel for 
the Commission. 


Amounts Not Suspended— 
$7,561,489.53 


Of the $7,561,489.53 of claimed 
cost which was not suspended in the 
joint report, we allow $7,529,698.89 
as part of the actual legitimate original 
cost of this project. The balance of 
$31,790.64 consists of direct charges 
to this project for bonus or additional 
compensation paid to employees of 
Dixie Construction Company. For 
the reasons hereinafter stated with re- 
spect to similar bonus payments in- 
cluded in the overhead of Dixie and 
suspended by Overhead Exception No. 
1, we cannot allow said amount of 
$31,790.64. 

Although the joint report did not 
suspend the $31,790.64 of bonus pay- 
ments charged directly to this project, 
licensee was given ample notice that 
the staff questioned their propriety. 
The supplemental accounting report 
suspended the portion of such bonus 
payments included in the overhead of 
Dixie and in so doing specifically stat- 
ed that bonus or additional compensa- 
tion “is not a proper charge to con- 
struction, either directly or indirectly.” 
There is no dispute that the supple- 
mental accounting report, being based 
upon a subsequent and more detailed 
audit, should control in so far as it con- 
flicts with the joint report and the 
preliminary accounting report. More- 
over, the evidence introduced in the 
Martin dam proceeding with respect 
to similar bonus payments was made a 
part of this record by incorporation. 
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The sum of $31,790.64 represent- 
ing bonus payments charged directly 
to this project is accordingly disal- 
lowed. 


Amounts Disposed of in Conference— 


$426,782.40 


Upon consideration of the record, 
including the conference between rep- 
resentatives of licensee and members 
of our staff and the staff of the Ala- 
bama Public Service Commission, we 
find that the following seven items of 
claimed cost should be disposed of as 
indicated below : 


Items 


Misc. nonproject charges 
S. H. Woodward 
Dedication expenses 
Entertainment expenses 
Cash discounts 


NO Swe 


Fixed capital not under license 


The amounts disallowed, all of 
which were waived by licensee, require 
brief comment. The $1,291.90 of 
miscellaneous nonproject charges are 
not allowable in project cost. Dedica- 
tion expenses of $3,989.79 and enter- 
tainment expenses of $14,046.58 are 
not proper project costs. Cash dis- 
counts of $13,316.48 should have been 
deducted from the claimed project cost 
and the amount thereof is accordingly 
disallowed. The $1,208.85 disallowed 
on account of the item entitled “Short- 
age of Dixie Construction Company 
Employees,” consists of three items: 
(1) $936.07, cost of Alabama Power 
Company audit ; (2) $54.20 for steno- 
graphic report of shortage; and (3) 
$218.58 saw-mill operations loss. 





1Re Clarion River Power Co. (1935) 1 
Fed PC 269, 295, y sage: : 


Shortage of Dixie Const. Co. employees .... 
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Exception No. 1—Overhead of 
Dixie Construction Co.— 
$194,440.78 


This exception suspends the $194,- 
440.78 claimed in project cost as over- 
head expense of Dixie Construction 
Company, an affiliate of licensee, which 
constructed this project pursuant to 
cost plus contracts. 

The engineering department of 
Dixie absorbed its own overhead in 
1928 and 1929. With that qualifica- 
tion, the $194,440.78 suspended by this 
exception is identical to the Dixie over- 


Allowed 


$ 8,140.41 
14,200.00 


Suspended Disallowed 


$ 9,432.31 
14,200.00 
3,989.79 
14,046.58 

13,316.48 
15,988.04 
355,809.20 


3,989.79 
14,046.58 
13,316.48 
14,779.19 1,208.85 


355,809.20 








$426,782.40 $392,928.80 $33,853.60 


head claimed in the cost of licensee’s 
Martin dam project. 

Between 1920 and 1929 Dixie en- 
gaged in an extensive construction 
program at a recorded cost of $83,- 
918,953.24. Of that amount, $81,- 
654,999.29 was charged direct to 
various jobs, including this project. 
The balance, $2,263,953.95, was con- 
sidered overhead and, in accordance 
with Dixie’s accounting practice, was 
distributed yearly on the basis of di- 
rect charges. 

By that method, $194,440.78 of 
such overhead was allocated to this 
project and is claimed as part of proj- 
ect cost. To determine the propriety 
of such charge, the staff accountant 
made a detailed audit of Dixie’s ac- 
counts and prepared a supplemental 
accounting report in which he ques- 


43 PUR(NS) 





FEDERAL POWER COMMISSION 


tioned $576,573.80 of the total $2,- 
263,953.95 of Dixie’s overhead. The 
portion questioned is represented by 
25 overhead exceptions. The evi- 
dence in this record with respect to 


Overhead Exception No. 
Land Dept.—Credit 
Design Eng.—Credits 
Pay Roll Delivery 
Depreciation, Autos 
Adding Machine 
Group Life Insurance 
Automobile Insurance 
Work Progress Photos 
Undistributed Field Exp. 


ISVISHIDOS, PNIR ROMA SER. oie eo:c:ece ders 0c ors 


Erroneous Credit 
Miscellaneous 
Ala. Power Co. Salaries 


such exceptions is the same as that 
contained in the record of the Martin 
dam proceeding and discussed in our 
Opinion No. 64, 41 PUR(NS) 449. 
The overhead exceptions are there- 
fore to be disposed of in this matter 
as they were in our Opinion No. 64. 
In so doing, we desire to emphasize 
that the amounts suspended by the 
overhead exceptions are not project 
charges as such but are items of Dixie 
overhead prorated yearly to this and 
other projects. 

The disallowances of the following 
items of Dixie overhead designated 
Overhead Exceptions Nos. 1 to 25 
and other adjustments therein result 
in a reduction of the yearly ratios of 
overhead to direct costs. Applying 
the revised ratios to the approved di- 
rect charges of Dixie to this project 
during the respective years gives 
$167,250.11, which is allowed for 
Dixie overhead. The balance, $27- 
190.67, of the $194,440.78, suspended 
by Exception No. 1, is disallowed. 

There is no controversy between 
licensee and the staff as to the disposi- 
43 PUR(NS) 


tion of the following overhead excep- 
tions. Upon consideration of the 
record, we agree that such items 
should be disposed of as indicated 
below: 


Allowed Disallowed 


($237.50) 
( 360.00) 


Suspended 

($237.50) 

( 729.00) 
44,681.76 


($369.00) 
44,681.76 


50,168.94 
65.00 
1,398.13 





$117,019.06 $116,373.34 $645.72 


The overhead exceptions remaining 


for disposition require brief discus- 
sion. 


Overhead Exception No. 1 — Bonus 
or Additional Compensation — 


$57,746.75 


[1] Dixie’s employees were paid 
annual bonuses of 14 per cent to 5 
per cent of their yearly salaries, de- 
pending on the length of their employ- 
ment. The declaration of a bonus in 
a particular year was entirely optional 
with the company and not a matter of 
right with the employees, to whom no 
announcement was made in advance. 
Nor were any representations made 
to new employees concerning the 
bonus. Employees, otherwise eligi- 
ble, who left the company prior to 
Christmas, did not receive a pro rata 
allowance for the portion of the year 
they had been employed by the com- 
pany. It does not appear that any 
additional services were performed in 
return for such payments or that the 
practice of paying bonuses was ft 
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quired in the construction of this 
project. 

The $57,746.75 of bonus payments 
included in Dixie overhead is accord- 
ingly disallowed. 


Overhead Exception No. 4 — Design 
Engineering Jan. 1920 to Apr. 
1925 — $54,484.16 


Overhead Exception No. 5 — Design 
Engineering May, 1925 to Dec. 
1927 — $114,790.13 


[2-5] The items included in these 
overhead exceptions do not represent 
construction overhead and are dis- 
allowed. Studies of the estimated 
cost of developing sources of hydro 
and steam power and load forecast 
studies should have been charged to 
operating expenses of Alabama Pow- 
er Company. Studies of line capac- 
ities, location of condensers, and volt- 
age regulation should have been simi- 
larly charged. Preliminary studies 
of hydro and steam stations and mis- 
cellaneous charges in connection with 
specific contemplated undertakings 
should have been charged to Account 
138, Miscellaneous Deferred Debits. 
Studies of the estimated load, cost, 
and expected revenue of retail electric 
projects are not construction over- 
heads. 


Overhead Exception No. 6 — 
Traveling Expenses —O. G. 
Thurlow — $8,312.41 
Overhead Exception No. 7 — 


Traveling Expenses — Carl 
James — $3,207.49 


Overhead Exception No. 8 — 
Traveling Expenses — Other 
Employees — $10,124.01 


[6] Expense accounts of O. G. 
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Thurlow, then vice-president and 
chief engineer of Dixie, in the 
amount of $8,312.41, are disallowed 
as construction overhead of Dixie. 
Mr. Thurlow testified that $122.86 
and $199.90 of that amount should 
have been charged directly to Mitch- 
ell and Martin, respectively. He was 
unable to establish the relationship to 
this project of the balance of 
$7,989.65. 

Expense accounts of Carl James, 
assistant to Thurlow, are also dis- 
allowed. Licensee agreed that $95.99 
of the total of $3,207.49 should have 
been charged to Alabama Power 
Company’s operations. 

Traveling expenses of other super- 
visory employees in the amount of 
$10,124.01 are disallowed since they 
should have been charged to specific 
jobs or to operating expenses. 


Overhead Exception No. 15 
Service Emblems to Employees 


— $770.85 


[7] The cost of service emblems 
given to Dixie employees in recog- 
nition of a prescribed term of service 
is a gratuity from which this project 
received no benefit and it is disallowed 
as construction overhead. 


Overhead Exception No. 16 — 
Associated Industries of 
Alabama — $200 


[8] Membership fee in Associated 
Industries of Alabama, an organiza- 
tion designed to keep “a close watch 

on legislative matters” for 
+ members does not constitute a di- 
rect or indirect construction charge 
and it is disallowed.” 

2Cf. Re Northern States Power Co. (1939) 


1 Fed PC 597, 601; Re Northwestern Elec- 
tric Co. (1941) Opinion No. 59. 
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Overhead Exception No. 20 — 
Unknown Details Missing 
— $1,036.53 


Of the miscellaneous items ques- 
tioned by this overhead exception, the 
propriety of $847.03 was established 
and that amount is allowed. We dis- 
allow the balance of $189.50 consist- 
ing of $152.30, which was unsup- 
ported by detailed vouchers, and 
$37.20 of revenue stamps which does 
not represent a construction expense. 


Overhead Exception No. 22(a) — 
Southeastern Realty Co. — 
Rent — $149,300.37 


[9] Included in Dixie overhead is 
$149,300.37 of rent paid Southeast- 
ern Realty Co., a subsidiary of li- 
censee, for general office space in its 
building in Birmingham. The amount 
to be allowed is not in excess of ac- 
tual cost to Dixie’s affiliate, which 
we find to be $149,251.53. The bal- 
ance of $48.84 representing profit is 
disallowed. 


Overhead Exception No. 22(b) — 
Southeastern Realty Co. — 
Phone — $2,118 


Of the $2,118 paid by Dixie to 
Southeastern Realty Company for 
private switchboard and _interoffice 
telephone system, we allow $2,092.08 
which we find as cost and disallow the 
balance of $25.92 as profit. 


Overhead Exception No. 22(c) — 
Southeastern Realty Co. — 
Insurance — $1,283 


The expenses of the insurance divi- 
sion of Southeastern Realty Com- 
pany were charged to affiliated com- 
panies on the basis of insurance serv- 


ices rendered. 
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To cover any inci- 


dental expenses, 10 per cent was added 
to such charges. In the absence of 
any evidence that the 10 per cent 
charged to Dixie, amounting to $1,- 
283, represented actual cost, it is dis- 
allowed. 


Overhead Exception No. 24(a) — 
Expenses of Club — $921.16 


Overhead Exception No. 24(b) — 
Printing 50 Debentures — $35 


[10, 11] Licensee agreed that the 
$921.16 expenses of the Alabama 
Power Company Club, maintained 
for its employees and those of its 
affiliates, were improperly included in 
Dixie’s overhead and they are dis- 
allowed. 

The $35 cost of printing deben- 
tures is provided for in our allowance 
of 6 per cent interest during con- 
struction and is therefore disallowed 
as construction overhead. 


Overhead Exception No. 25 — 
Expenses Other than Birming- 
ham Office — $55,224.88 


[12] The expenses of offices 
opened by Dixie because of expand- 
ing business are disallowed as con- 
struction overhead to be distributed 
in part to this project. Because of 
the complete affiliation, Dixie was as- 
sured of licensee’s business.® 


Engineering Charges of Dixie 
Construction Co. — $60,267.18 


During 1928 and 1929, the engi- 
neering department of Dixie absorbed 
its own overhead, that is, such over- 
head was distributed on the basis of 
direct salary charges to this and other 
projects. Based on an analysis for 





8Cf. Re Louisville Hydro-Electric Co. 
(1933) 1 Fed PC 130, 140, 1 PUR(NS) 454. 
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one year, the joint report suspended 
$60,267.18 of such overhead on the 
erroneous assumption that this meth- 
od was followed prior to 1928. 
Thereafter a complete audit of 
Dixie's overhead was made by our 
staff accountant and there is no dis- 
pute that the complete audit should 
control the disposition of the $60,- 
267.18 questioned in the joint report. 
We accordingly dispose of said 
amount as follows: 

(1) $24,256.04 which was erro- 
neously suspended in the joint report 
is allowed ; 

(2) $12,768.29 which represents 
charges for power studies, load fore- 
casts and other items essentially sim- 
ilar to those suspended by Overhead 
Exception No. 5, supra, is disallowed 
for the reasons stated with respect to 
said exception. There is no dispute 
that this amount of $12,768.29 should 
be disposed of in the same way as 
Overhead Exception No. 5; 

(3) $22,691.47 is disposed of by 
allowing $19,964.48 and disallowing 
$2,726.99. The amount disallowed 
consists of $2.35 which is the profit 
portion of office rental paid licensee’s 
affiliate, Southeastern Realty Co. (Cf. 
Overhead Exception No. 22(a), su- 
pra) and $2,724.64 of expense ac- 
counts disallowed for the reasons 
stated with respect to similar expense 
accounts suspended by Overhead Ex- 
ception Nos. 6, 7, and 8, supra; 

(4) $551.38 is disposed of by al- 
lowing $289.88 and disallowing 


$261.50, as to which there is no dis- 
pute. 

The $60,267.18 of Dixie engineer- 
ing charges questioned in the joint 
report is accordingly disposed of by 
allowing $44,510.40 and disallowing 
$15,756.78. 


Exceptions No. II — 3 per cent Fee, 
Dixie Construction Company 
— $253,743.72 


The fee of Dixie claimed in the cost 
of this project is identical to that 
claimed and disallowed as not part of 
the cost of licensee’s Mitchell proj- 
ect* and licensee’s Martin project, 
except that on October 1, 1929, li- 
censee and Dixie entered into a new 
contract providing for a 6} per cent 
fee. 

Dixie was organized in 1917 as a 
wholly owned subsidiary of licensee. 
On January 1, 1922, licensee trans- 
ferred Dixie’s stock to Winona Coal 
Co., a subsidiary of Alabama Trac- 
tion Light & Power Co., Ltd., which 
owned licensee. In November, 1924, 
the Dixie stock passed to Southeastern 
Power & Light Company, which then 
owned licensee. 

Throughout the periods here in- 
volved, there was a complete absence 
of arm’s-length dealing between li- 
censee and Dixie. The change in the 
ownership of the Dixie stock, which 
was noted in the Mitchell proceeding, 
is therefore immaterial. 

The $253,743.72 fee of Dixie 
claimed in the cost of this project is 
accordingly disallowed. 





#Re Alabama Power Co. 1 Fed PC 25, 39, 
PUR1932D 345; Alabama Power Co. v. Mc- 
Ninch (1937) 68 App DC 132, 21 PUR(NS) 
225, 94 F(2d) 601, 616, 618. 


5 Re Alabama Power a Ee Opinion 
No. 64, 41 PUR(NS) 44 
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Exception No. III — General Ad- 
ministrative Expense of Alabama 
Power Company — $245,036.54 


Exception No. IV — General Admin- 
istrative Expense of Alabama 
Power Company — Land Depart- 
ment — $16,878.22 


[13] Licensee’s claim of $245,- 
036.54 (Exception No. III) for its 
general administrative expense is 
composed of two items: (1) $4,- 
693.95, representing a 3 per cent 
charge on licensee’s direct project 
charges; and (2) $240,342.59, rep- 
resenting a 3 per cent charge on a 
portion of Dixie’s direct project 
charges, overhead, and fee. As we 


stated in our Martin dam opinion, 
we cannot approve such pyramiding 
of overheads to increase project costs. 
We accordingly allow the $4,693.95, 
which represents 3 per cent of li- 


censee’s direct project charges, and 
disallow the balance of $240,342.59, 
which is a 3 per cent charge on Dixie’s 
charges.® 

The propriety of the $16,878.22 
(Exception No. IV) claimed in proj- 
ect cost for general administrative 
expense of licensee’s land department 
was established and it is allowed. The 
overhead of the land department was 
allocated to this and other projects 
on the basis of monthly time esti- 
mates by the department manager. 


Construction Period 
[14] Before disposing of the bal- 


ance of the claimed cost we must de- 
termine the period to be allowed for 


capitalization of interest, taxes, and 
related charges. 

There is no dispute that active con. 
struction began on November 1, 1926, 
We have previously found that the 
construction period ended on Decem- 
ber 31, 1928.7 The period from 
November 1, 1926, to December 3], 
1928, is accordingly found and 4l- 
lowed as the period of active con. 
struction. 

There is also no dispute that pre- 
liminary investigation and planning 
commenced on October 1, 1925, and 
ended on October 31, 1926, when ac- 
tive construction began. The thirteen 
months from October 1, 1925, to Oc- 
tober 31, 1926, are accordingly found 
and allowed as the period of prelimi- 
nary development. 


Exception No. V — Interest during 
Construction — $755,610.69 


[15, 16] Licensee’s claim of $755, 
610.69 for interest during construc- 
tion was suspended for determina- 
tion of the period for which interest is 
to be allowed, the base upon which it 
is to be computed, the rate or rates 
to be allowed, and the method by 
which such rates are to be applied.’ 

Since the funds expended in the 
construction of this project were not 
earmarked, we must find and allow a 
reasonable rate of interest for the use 
of licensee’s own funds. Upon cor- 
sideration of the cost of money stud- 
ies of licensee, the staff analysis there- 
of, and the cost of selling bonds and 
preferred stock (Exception No. VI, 





6 Beginning in February, 1928, the charge 
was changed from 3 per cent to 23 per cent. 

7The end of the construction period was 
fixed by an exchange of letters in July, 1932, 
between the chairman of the Commission and 
the vice president of licensee. 
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8Cf. Re Portland General Electric Co. 
(1934) 1 Fed PC 161, 167; Re Florida Power 
Corp. (1937) 1 Fed PC 390, 402; Re Lexing- 
- Water Power Co. (1937) 1 Fed PC 431, 
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infra) we find and allow 6 per cent 
siriple interest as a reasonable rate 
for use of licensee’s own funds. 
This accords with our prior decisions.® 

With respect to interest for the pre- 
liminary development period October 
1, 1925, to October 31, 1926, it is 
assumed that preliminary expendi- 
tures would be fairly evenly allocated 
to the 13-month period we have al- 
lowed. Interest for one-half of said 
period is therefore to be computed on 
the total approved project expendi- 
tures, other than interest, incurred 
prior to October 31, 1926, the end of 
the preliminary period.” 

During the period of active con- 
struction, November 1, 1926, to De- 
cember 31, 1928, simple interest at 
the rate of 6 per cent is to be com- 
puted as of the fifteenth day of each 
month upon one-half of that month’s 
approved project expenditures, other 


than interest, plus the accumulated 
totals of prior approved project ex- 
penditures, other than interest. 

Of the $755,610.69 claimed by li- 
censee, we accordingly allow $616,- 
339.78 and disallow the balance of 
$139,270.91. 


Exception No. VI — Organization 
Expense — $27,120.71 


[17] This exception suspends 
$27,120.71 of expenses of selling pre- 
ferred stock and bonds claimed in 
project cost as organization expense. 
Licensee now admits that this item 
represents a financing cost and was 
erroneously claimed as organization 
expense. In arriving at 6 per cent as 
a reasonable rate of interest for use 


of licensee’s own funds we considered 
the $27,120.71, suspended by this ex- 
ception, which is accordingly dis- 
allowed. 


Exception No. VII — Charges 
Inadequately Supported — 
$15,340.11 


This exception questioned some 53 
items. We allow 48 items aggregat- 
ing $7,324.48 which the record shows 
are proper project charges and we dis- 
allow 2 items totaling $321.63 which 
licensee waived. 

Three items remain for disposi- 
tion. The first is a commission of 
$5,000 paid Charles A. Dean, a real 
estate agent, for his services in con- 
nection with licensee’s purchase of the 
state lands discussed under Excep- 
tion No. XV, infra. The record does 
not disclose the necessity for hiring 
Mr. Dean. At the hearing licensee 
contended that his employment was 
justified because it saved the time of 
licensee’s land agent Powell. This 
contention is not supported by the 
record which shows that Mr. Powell 
not Mr. Dean actually closed the 
transaction. Moreover, licensee failed 
to establish the nature and extent of 
Mr. Dean’s services. It appears from 
the record that licensee’s President 
Martin carried on the principal nego- 
tiations with the state officials. The 
record further shows that Mr. Dean 
was employed under a rather indef- 
inite verbal arrangement pursuant to 
which he was to receive 5 per cent of 
the purchase price if he was able to 
acquire the state lands. Upon such a 
record we cannot approve the $5,000 





®8Re Chelan Electric Co. (1933) 1 Fed PC 
91, 98, 2 PUR(NS) 408; Re Louisville Hy- 
dro-Electric Co. (1933) 1 Fed PC 130, 151, 
1 PUR(NS) 454. 


10 Re Kanawha Valley Power Co. (1936) 
1 Fed PC 322, 327; Re Northern States Pow- 
er Co. (1936) 1 Fed PC 329, 347. 
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claimed by licensee as part of project 
cost and the same is disallowed. 

The remaining two items consist 
of losses in generation at licensee’s 
Mitchell project, upstream from Jor- 
dan, during the period when the gates 
were closed to regulate the water level 
at Jordan as required by the latter’s 
construction. The record shows that 
the value of the energy thus lost was 
$2,694 which amount represents a 
proper project charge and is allowed. 


This exception is accordingly dis- 
posed of by allowing $10,018.48 and 
disallowing the balance of $5,321.63. 


Exception No. VIII — Taxes 
— $16,452.92 


[18] Of the taxes suspended by 
this exception $5,372.25 accrued prior 
to October 1, 1925, the beginning of 
the preliminary development period 
found and allowed herein. Such 
taxes do not represent proper proj- 
ect cost and they are disallowed." 
The balance, $11,080.67, is applicable 
to the period from October 1 to De- 
cember 31, 1928, and is allowed. 


Exception No. IX(a) — Power 
Used during Construction 
— $83,393.59 


A total of 7,600,000 kilowatt hours 
of electric energy from _licensee’s 
system was used in the construction 
of this project, for which $83,393.59 
was originally claimed in project cost. 
The evidence as to this charge is iden- 
tical to that discussed in our Opinion 
No. 55, 37 PUR(NS) 35, with re- 
spect to licensee’s Mitchell dam proj- 
ect. For the reasons there stated, we 


11 Alabama Power Co. v. McNinch (1937) 
ow 132, 21 PUR(NS) 225, 94 F(2d) 


’ 
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48 


allow licensee’s present claim of $66, 
819.80 and disallow the $16,573.79 


balance of its original claim. 


Exception No. IX(b) — Energy 
Generated — ($85,102.37) 


This project generated 85,018,000 
kilowatt hours of electric energy prior 
to December 31, 1928, the end of the 
period allowed herein for capitaliza- 
tion of interest and taxes. In its In- 
itial Cost Statement licensee credited 
project cost with $85,102.37 as the 
value of such energy. | 

At the hearing licensee admitted 
that the credit should be increased to 
at least $123,259.97 on the basis of 
what the energy generated by the proj- 
ect would have cost licensee had it 
been secured from the next cheapest 
source available. In support of the 
$123,259.97 credit, licensee contends 
that 18,978,000 kilowatt hours of 
such energy would have been gen- 
erated at Martin dam at practically 
no incremental cost and hence no 
credit should be made for the same; 
that 64,630,000 kilowatt hours would 
have been purchased at Wilson dam 
at 2 mills per kilowatt hour, and hence 
a credit of $129,260 should be made 
therefor; and that 1,410,000 kilowatt 
hours would have been generated at 
Gorgas Steam Plant No. 1 at an in- 
cremental cost of 3 mills per kilowatt 
hour and hence a credit of $4,230 for 
the same is proper. The gross credit 
of $133,490 is adjusted by adding 
thereto the $148.40 cost of bringing 
the Gorgas Steam Plant from cold 
standby to hot reserve and by deduct- 
ing therefrom the $10,378.43 cost of 
operating the project during the pe- 
riod in question. Licensee now claims 
the resulting net credit of $123,259.97. 
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The staff objects to both the basis 
and the amount of licensee’s proposed 
credit and contends that the project 
should be credited with the net 
amount received by licensee from the 
sale of the energy generated by the 
project. The record discloses the 
formula for making such determina- 
tion which was fully set forth and ex- 
plained by the staff accountant at the 
hearing. The necessary data for ap- 
plication of the formula were also 
made part of the record. Applying 
the formula, as was done in the main 
brief of Commission counsel, the 
gross amount received by licensee 
from all energy sold during the year 
in question, less expenses of trans- 
mission and sale,” is divided by the 
total kilowatt hours received by li- 
censee’s transmission system. The 
average amount received by licensee 
per kilowatt hour generated, thus de- 
rived, is then applied to the 85,- 
018,000 kilowatt hours generated by 
this project to give a gross credit of 
$514,664.96. From that amount the 
$10,378.48 cost of generating the 
power at this project is deducted, to 
give a net credit of $504,286.48. 

Upon a full consideration of the 
record, including the provisions of 
Account No. 40 of the 1914 I. C. C. 
Classification of Accounts, it appears 
that the staff’s contentions are correct 
in principle, based upon the construc- 
tion period agreed upon. We note, 
however, that the proposed gross 
credit of $514,664.96 exceeds by some 
$279,000 the claimed fixed charges 
2 Expenses of generation are not considered 
since expenses of operating the project are de- 
ducted from the credit. 


38 Allowance is thus made for transmission 
line losses. 


[4] 





and what are normally expense items 
chargeable to the project during the 
period September 1, 1928, to Decem- 
ber 31, 1928. If adopted, the method 


would have the effect of reducing the 
cost of the project by that amount be- 
low what it would have been had Sep- 
tember 1, 1928, been fixed as the end 
of the construction period. 


Although it could be argued that 
since the construction period was fixed 
and agreed to by the Commission and 
the licensee, whatever flows from that 
agreement should be accepted by the 
licensee, we believe that, under the 
circumstances here presented, a net 
credit substantially in excess of the 
expenses during the period should not 
be exacted. 

After considering the record and 
the factors involved, we find that a 
credit of 4 mills per kilowatt hour or 
$340,072 should be made. In so do- 
ing we note that this is substantially 
less than the revenues estimated to 
have been received from this energy 
during the determined construction 
period. Deducting from that amount 
the $10,378.48 generating expense at 
the project results in a credit of 
$329,693.52 which we allow. 


Exception No. X — Gift of One 
Month's Pay — $6,460 


Upon completion of the project, 
Dixie gave twenty-four of its key 
employees the equivalent of one 
month’s pay. Such gifts, which total 
$6,460, are disallowed for the rea- 
sons stated in our Opinion No. 64, 
41 PUR(NS) 449, with respect to 
similar gifts claimed in the cost of 
licensee’s Martin dam project. 
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Exception No. XI — Operating 
Expenses — $18,437.15 


This exception questioned some 
124 items for adjustment in accord- 
ance with the construction period to 
be allowed. December 31, 1928, is 
found and allowed herein as the end 
of the construction period. $17,- 
890.10 accrued prior to said date and 
is allowed. We disallow the balance, 
$547.05, which accrued after said 
date and which licensee waived. 


Exception No. XII — Construction 
Equipment Rental — $249,398.80 


[19] Equipment used in the con- 
struction of this project was rented 
from Dixie Construction Company, 
an affiliate of licensee. The amount 
to be allowed in project cost is not in 
excess of actual cost of said equip- 
ment to Dixie, which we find to be 
$206,847.96. We allow that amount 
and disallow the $42,550.84 balance 
of licensee’s claim which we find rep- 
resents a profit to Dixie. 


Exception No. XIII — Nonproject 
Lands, etc. — $321,382.05 


Of the $321,382.05 suspended by 
this exception we allow $234,408.99 
and disallow the balance of $86,- 
973.06. The amount disallowed con- 
sists of four items: (1) $12,450 
claimed as cost of parcels 394, 396, 
397, 398, and 402, which lie wholly 
outside the project boundaries.” 
Licensee failed to show that it was 
necessary to acquire such lands in the 
construction of this project and their 


cost is therefore not a proper proj- 
ect charge :® (2) $1,472.31 or $5.32 
per acre of acquisition expenses ap. 
plicable to such wholly nonproject 
lands is also not allowable. (3) 
$53,230.75 claimed as cost of parcels 
331, 337, 393, and 419 acquired by 
licensee from its affiliate, Alabama 
Property Co. Although put on notice 
licensee failed to show what said par- 
cels cost its affiliate. The amount 
claimed must therefore be dis. 
allowed.” (4) $19,820 which repre. 
sents the appraised value of the 
nonproject portion of parcels 215, 
331, 334, 337, 393, 399, 413, and 427, 
which lie partially within and _par- 
tially outside the project boundary." 
Licensee agrees that this amount 
should be disallowed. 


Exception No. XIV(a) — Parcel 
13, Wetumpka Power Company 
— $750,000 


Parcel 13, constituting a potential 
dam site at Lock 15 on the Coosa 
river, was owned by Wetumpka Pow- 
er Co. The company had acquired a 
water right with respect to said site 
by filing proposed plans for its de- 
velopment under § 6148 of the 1907 
Code of Alabama. 

In 1912, Alabama Traction Light 
& Power Co., Ltd., acquired in one 
transaction the $6,000 capital stock 
of Wetumpka Power Co., as well as 
the stock of Alabama Power Co. and 
Alabama Power & Electric Co. The 
consideration paid therefor consisted 
of cash and securities having a stated 





14 The project boundaries are shown on Re- 
vised Exhibit K to the license, dated June 13, 
1925, and filed by licensee on July 1, 1941. 

15 Cf. Re Clarion River Power Co. (1935) 
1 Fed PC 269, 297. 
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16Cf, Re Lexington Water Power Co. 
(1937) 1 Fed PC 430, 454. 

17Re Lexington Water Power Co. supra, 
at p. 435. 

18 Re Safe Harbor Water Power Corp. 
(1935) 1 Fed PC 230, 244. 
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RE ALABAMA POWER CO. 


value of $1,650,000 and a then mar- 
ket value of $882,500.” 

The Traction Co. later acquired 
two more companies, Alabama Power 
& Development Co. and Alabama 
Electric Co., as appears more fully 
hereinafter. 

By a merger agreement of June 
18, 1913, the stock of the five above 
companies, all wholly owned by the 
Traction Co., was surrendered and 
$0,975,000 of “‘new” Alabama Power 
Co. stock was issued in exchange 
therefor. 

For the $6,000 par value of 
Wetumpka stock, $750,000 par value 
of “new” Alabama Power Co. stock 
was issued. In the Initial Cost State- 
ment, licensee claimed said amount, 
$750,000, as the cost to it of the Lock 
15 site. 

In our Opinion No. 55 we deter- 
mined $174,834.91 as the actual rea- 
sonable cost of Lock 15. Pursuant 
to the directions of the United States 
court of appeals for the District of 
Columbia in Alabama Power Co. v. 
McNinch (1937) 68 App DC 132, 
21 PUR(NS) 225, 94 F(2d) 601, 
616, 622, we found and allowed 
$66,603.78 thereof as part of the cost 
of licensee’s Mitchell dam project 
No. 82.% The $108,231.13 balance 
of the cost of Lock 15 is accordingly 
to be allowed herein. 

Of the $750,000 claimed in project 
cost for Parcel 13, we allow $108,- 
231.13 and disallow $641,768.87. 


Exception No. XIV(b)—Parcels 39 
and 216—Alabama Elec. Co.— 
$2,000,000 


Alabama Electric Company was or- 
ganized under Alabama law on Octo- 
ber 15, 1908, with an authorized 
capital stock of $8,500. It owned a 
potential dam site at Lock 18, the pres- 
ent site of this project, consisting of 
parcels 39 and 216. It had acquired 
a water right with respect to said site 
by filing proposed plans for its devel- 
opment under § 6148 of the 1907 Code 
of Alabama. 

In 1912, approximately one year 
prior to the 1913 merger, Alabama 
Traction Light & Power Co., Ltd., ac- 
quired from Henry Horne and asso- 
ciates the $8,500 capital stock of Ala- 
bama Electric Co. and one of four 
tracts comprising parcel 9 which 
forms a part of licensee’s Mitchell 
Dam Project No. 82. The considera- 
tion paid therefor consisted of cash 
and securities having a stated value 
of $182,500 and a then market value 
of $116,643.80." 


In the Mitchell dam case we found 
and allowed one-third of said consid- 
eration, that is, $38,881.27, as the ac- 
tual reasonable cost to licensee of the 
tract forming part of Parcel 9 in said 
project.** Our action in so doing was 
expressly affirmed in Alabama Power 
Co. v. McNinch, supra. 

The two-thirds balance of said con- 
sideration, that is, $77,762.53, accord- 
ingly represents the actual reasonable 
cost to licensee of the Lock 18 lands 





19Cf. Re Alabama Power Co. 1 Fed PC 25, 
34, PUR1932D 345. 

Re Alabama Power Co. (1940) Opinion 
No. 55, 37 PUR(NS) 35. 


21 Re Alabama Power Co. 1 Fed PC 25, 34, 
PUR1932D 345. 
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and rights acquired from the Ala- 
bama Electric Co. Deducting there- 
from the $1,897 appraised value of the 
nonproject portion of parcel 39 leaves 
$75,865.53, which amount we allow. 
We disallow the $1,924,134.47 bal- 
ance of licensee’s claim of $2,000,000. 
Said claim represents the par value of 
“new” Alabama Power Co. stock is- 
sued in the 1913 merger for the $8,- 
500 of Alabama Electric Co. stock. 
The stock issued in the merger, which 
was not at arm’s length, had no es- 
tablished market value. Licensee now 
recognizes that the cost of the assets 
thus acquired was the then market 
value of such assets. However, it in- 
troduced no competent evidence of 
such market value and relied on the 
testimony of its witness Moreland who 
presented a nunc pro tunc valuation 
of the water rights on a substitute 
steam plant basis. The inherent de- 
fects of such testimony, which does 
not establish market value, are dis- 
cussed in Re Alabama Power Co. 
(1940) Opinion No. 55, 37 PUR 
(NS) 35, and need not be repeated. 
We accordingly allow $75,865.53 
and disallow the $1,924,134.47 bal- 
ance of licensee’s claim of $2,000,000. 


Exception No. XV—FParcels 338 and 
367—State of Alabama—$130,- 
377.48 


The state of Alabama owned two 
parcels of land which were located on 
opposite sides of the Coosa river a mile 
or two upstream from the site of this 
project. One parcel, owned by the 
state as trustee for a school district, 
had been granted to it by an early act 
of Congress. The other parcel had 
been acquired and was previously used 
as a convict farm. The $130,377.48 
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paid for the state lands was suspended 
by Exception No. XV for proof of the 
reasonableness of the price of approx- 
imately $1,000 per acre which ap. 
peared exorbitant by comparison with 
the average cost of $40 per acre of all 
lands acquired for the project other 
than the state lands and those ac- 
quired in the 1913 merger. 

The record shows that the price of 
$1,000 per acre was fixed by the gov- 
ernor, and there is no evidence in the 
record that the price represented the 
value of the state lands as land. On the 
contrary, the record shows that such 
value was not an important factor in 
the transaction. On cross-examina- 
tion, licensee’s President Martin, who 
carried on the principal negotiations 
with the state, testified that the “gov- 
ernor very definitely took the position 
that whether the land was worth $25 
an acre or $50 an acre was not of in- 
terest to him.” Mr. Martin admitted 
that he did not know the basis of the 
price of $1,000 per acre, which li- 
censee’s Land Agent Powell described 
as an arbitrary figure. 

However, at the hearing, licensee 
made several contentions. It first in- 
troduced evidence showing that certain 
citizens and a former governor of the 
state contemplated the possibility of 
a public development of the potential 
dam site represented by the state lands. 
This was desired as a source of power 
for public buildings and because of the 
beneficial effects upon the regulation 
of privately owned public utilities. 
Commission counsel then raised the 
question of whether a portion of the 
$1,000 per acre price was paid by Ii- 
censee to buy out state competition. 
Licensee thereupon denied that the 
state lands constituted a potential dam 
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site, that the state could have developed 
its lands without an amendment to the 
sate Constitution, or that any portion 
of the price paid represented the pur- 
chase of good will or the elimination 
of potential state competition. If, as 
licensee now contends, the state lands 
did not represent a potential damsite 
which the state could have developed, 
the evidence introduced furnishes no 
apport for the price paid. On the 
other hand, if the contrary were true, 
the provisions of § 14 of the act would 
preclude us from allowing the portion 
of the price paid which represented the 
buying out of state competition.” 
Licensee next contended that there 
was some question as to its right to 
condemn these lands under state law, 
although its counsel recognized at the 
hearing that it could have condemned 
the school lands. With respect to said 
contention, it is to be noted that li- 
censee purchased the state lands in De- 
cember, 1923, and November, 1924 
but it did not apply for a license from 
this Commission until June 15, 1925. 
The license was as essential to the con- 
struction of this project as ownership 
of the lands. Moreover, as a licensee 
the company could have availed itself 
of the right of condemnation under 
§21 of the act.%® Such right of con- 
demnation may be exercised against 
property owned by the state.** 


Finally, licensee contends that we 
must allow the price paid for the state 
lands, because licensee, as a matter of 
policy, did not desire to engage in an 


adversary proceeding against the state. 
Such an argument proves too much. 
While the decision to purchase the 
state lands at the excessive price of 
$1,000 per acre was in the discretion 
of management for which we are not 
at liberty to substitute our judgment, 
it does not follow that we must allow 
the price paid as part of project cost. 
To do so would be to nullify the intent 
of Congress in granting licensees the 
right of condemnation under § 21 of 
the act and to ignore the provisions of 
§ 14 which limit our allowance to the 
“actual reasonable cost” of lands and 
water rights. 

Upon full consideration of the rec- 
ord, we find that $125 per acre is the 
maximum that can be allowed in proj- 
ect cost for the state lands. This is 
the amount considered as the reason- 
able value of such lands by licensee’s 
land agent Powell who was fully 
qualified to express such an opinion. 
Licensee having failed to support any 
greater allowance, $13,250 or $125 
per acre is found and allowed as the 
actual reasonable cost of parcel 338. 
From that amount $471.10 is to be de- 
ducted as the appraised value of the 
13.46 acres of 100-foot transmission 
line right of way subsequently con- 
veyed to licensee as a part of this 
transaction without additional cost. 
This leaves a net project charge of 
$12,778.90 on account of Parcel 338, 
which is allowed. We similarly allow 
$125 per acre or $4,025 as the actual 
reasonable cost of Parcel 367. 





% Section 14 provides that “net investment 
shall not include or be affected . . . by the 
icense or by good will, going value, or pro- 
spective revenues; nor shall the values al- 
lowed for water rights, rights of way, lands, 
or interest in lands be in excess of the ac- 
tual reasonable cost thereof at the time of 
acquisition by the licensee.” 


23Cf. Alabama Power Co. v. Gulf Power 
Co. (1922) 283 Fed 606; Union Electric Light 
& P. Co. v. Snyder Estate Co. (1933) 65 F 
(2d) 297. 

24 Missouri ex rel. and to Use of Camden 
v. Union Electric Light & P. Co. (1930) 42 F 
(2d) 692, 698. 


43 PUR(NS) 





FEDERAL POWER COMMISSION 


Of the $130,377.48 suspended by 
Exception No. XV, $16,803.90 is al- 
lowed and $113,573.58 is disallowed. 


Conclusion 


An appropriate order will issue de- 
termining the actual legitimate orig- 
inal cost of the Jordan Dam Project 
No. 618 in accordance with this opin- 
ion and prescribing the accounting 
therefor. 


Draper, Commissioner, concurring 
in part and dissenting in part: I con- 
cur in the opinion of the majority ex- 
cept as to the disallowances represent- 
ing amounts paid by the construction 
company to certain of its employees as 
bonuses and charged directly to the 
project capital accounts, and amounts 
paid to the state of Alabama for two 
parcels of land within the reservoir 
area. 

The majority disallows the items of 
bonus or additional compensation on 
several grounds, following similar ac- 
tion in the case of the determination 
of the cost of the Martin dam of the 
Alabama Power Company, Project 
No. 349, in which case I registered my 
dissent from the particular disallow- 
ance without amplification. I feel, 
however, that some expression should 
be made on the subject at this time. 

The basis for the disallowance of 
bonus amounts in the Martin dam case 
and in this case rests on these argu- 
ments : that the declaration of a bonus 
in a particular year was entirely op- 
tional with the company and not a 
matter of right with the employees, to 
whom no announcement was made in 
advance; that no representation of 
such a bonus was made to new employ- 
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ees; that employees otherwise eligib|. 
who left the company prior to Chris. 
mas did not receive a pro rata alloy. 
ance for the portion of the year thy 
they had been employed by the com. 
pany; and that it did not appear thy 
any additional services were per formed 
in return for such payments, or tha 
the practice of making such payment 
was required in such construction 
projects. 

A review of this record does not te. 
veal any indication that the bonuses 
were not extended in good faith. The 
fact that the employees did not receive 
prior notice or that those serving for 
less than a year did not receive this ad- 
ditional compensation is not conclusive 
evidence that the declaration of a bo- 
nus by the company did not react bene- 
ficially on the expeditious performance 
of the work and the early completion 
of the job. While the evidence was 
not sufficient to convince the majority 
that extra services were performed, or 
that the payments were required, the 
evidence is clear that the amounts sws- 
pended were actually paid to certain 
employees for services rendered dur- 
ing the construction period and there- 
fore, in my opinion, it must follow that 
the management made said payments 
because it was convinced that addi- 
tional value therefor was being rer- 
dered by the recipients. 

Further, the facts in this case show 
that it was a general policy of the com- 
pany to make bonus payments where 
a rush job was involved, such as in 
this particular project. The men who 
received the bonus were certainly 
aware of the company’s policy in this 
regard. Such a policy is followed by 
many other companies working under 
similar circumstances- and desiring to 
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assure loyalty, to better morale and to 
increase efficiency. 

The cost to employers and to em- 
ployees of labor turnover in this coun- 
try is appalling, not only in the 
economic waste in dollars and cents, 
but in its effect on the stability of em- 
ployment with the attendant physical 
and moral results to workingmen. 
American employers, as a rule, are 
making an earnest effort to reduce this 
high labor turnover and to inspire the 
confidence and codperation of their 
employees. It cannot be denied that 
the payment of bonuses contributes 
greatly to the success of this effort. 

Diligent inquiry has failed to reveal 
that this question of the allowance of 
bonus payments as a proper charge to 
fixed capital cost accounts has been 
passed upon by either the Interstate 
Commerce Commission or the Fed- 
eral Communications Commission, but 
it is significant to note that the System 
of Accounts promulgated by the latter 
Commission to be effective on January 
1, 1942, specifically includes “bonus” 
ona parity with “salaries, wages, com- 
missions and other remunera- 
tions” which are allowable as a “princi- 
pal component of construction cost.” 
F.C. C. Rules and Regulations, Part 
35, System of Accounts, § 35.1-3(c) 
and § 35.02-1. 


It is my belief that a Commission 
such as ours, and the courts them- 
selves, should keep apace with chang- 
ing economic concepts and that any 
program for employees’ betterment 
should be encouraged rather than 


penalized. It can be reasonably as- 
sumed that anything which improves 
efficiency, reduces costs of construc- 
tion and production by cutting down 
labor turnover and increasing indivi- 


dual productivity, will beneficially af- 
fect rates to the ultimate consumers of 
the company involved. I therefore 
feel that these bonuses should be al- 
lowed as legitimate construction costs. 

With regard to the item represent- 
ing the amount paid to the state of Ala- 
bama for two parcels of land within 
the reservoir area, the evidence shows 
unequivocally that the state demanded 
and the company paid $1,000 per acre 
for land which was indispensable to 
the project. 

It has always been my position that 
the best evidence of the actual cost of 
anything is the price which was de- 
manded and paid therefor, in the ab- 
sence of fraud, collusion, etc. And in 
determining actual cost, it is my belief 
that we should not be concerned with 
value unless there is doubt as to the 
good faith of the transaction under 
scrutiny or indication of flagrant lack 
of good business judgment. Neither 
of these two elements is present here. 
In fact, the evidence shows that the 
company made long-continued efforts 
to bring about a reduction in the price 
asked, but to no avail, and that the 
possibility of a condemnation suit was 
carefully weighed and rejected because 
of the inadvisability of undertaking 
an adversary proceeding against the 
state in which the company was domi- 
ciled and under whose laws it was do- 
ing business. 

According to the evidence, the gov- 
ernor of Alabama at the time of the 
sale took the position that the lands in 
question, a portion of which consisted 
of land held in trust for the benefit of 
the public schools of the state, should 
be evaluated at $1,000 per acre. A 
so-called land value expert some fifteen 
years after the sale had been consum- 
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mated took the position that the value 
of the lands at the time of the sale was 
$125 per acre. Upon this evidence, the 
majority reach the conclusion that the 
latter figure is “the reasonable cost 
thereof at the time of acquisition by 
the licensee’ (quoting the language of 
§ 14 of the Federal Power Act), and 
then proceed to disallow the difference 
between that estimate and the actual 
amount which was paid into the cof- 
fers of the state of Alabama for the 
benefit of the entire people of that sov- 
ereign state. There does not appear to 
me to be any more reason for adopting 
the figure of $125 per acre than for 
adopting the figure of $43 per acre 
which was approximately the average 
price paid for other lands for the same 
purpose and in the same area as the 
state lands. 

I feel that the proven actual cost of 
these lands purchased from the state 
should be allowed as a part of the fixed 
capital accounts. 


MANLy, Commissioner, concurring 
in part and dissenting in part: 

I join with Commissioner Draper in 
the views expressed as to bonuses and 
value of state lands. 

I am also of the opinion that while 
the Commission has reached a sub- 
stantially correct decision as to the 
value of power used during construc- 
tion, I cannot join in the approval ex- 
pressed as to the correctness of the 
principles applied by the staff in deter- 
mining the amount to be allowed for 
such power. 


ORDER 


Upon consideration of the matters 
of record with respect to the actual 
legitimate original cost of the Jordan 
Dam Project No. 618, Alabama Pow- 
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er Company, licensee, as of Decem. 
ber 31, 1929, and having on this date 
made and entered its Opinion No. 67 
which is hereby referred to and mak 
a part hereof by reference; and 

It appearing to the Commission 
that: 

(a) The licensee, in its Initial Cos 
Statement, filed with the Commission 
on October 1, 1930, claimed $13,047. 
334.50 as the actual legitimate original 
cost of this project as of December 3], 
1929; 

(b) The licensee recorded $13,173, 
645.37 on its books of account as the 
cost of this project as of December 31, 
1929 ; the amount recorded as cost be- 
ing $126,310.87 in excess of the $13- 
047,334.50 claimed in the Initial Cost 
Statement ; 

(c) The total claimed cost of this 
project to be considered is $13,047,- 
509.50, consisting of the $13,047. 
334.50 claimed in the Initial Cost 
Statement and an addition of $175 
recommended in the Staff Report; 

The Commission finds and deter- 
mines that : 

(1) The actual legitimate original 
cost as of December 31, 1929, of this 
project is $9,190,573.19 which is the 
total of the amounts listed in Column 
(4) under the heading “Allowed” in 
the tabulation hereinafter set forth; 
and said amount of $9,190,573.19 is 
allowed ; 

(2) The amounts, totaling $3,856, 
936.31 listed in Column (5) under the 
heading “Disallowed” in said tabula- 
tion do not constitute part of the ac- 
tual legitimate original cost of this 
project as of December 31, 1929; and 
said amounts, totaling $3,856,936.31, 
are disallowed; 

(3) The corrective accounting here- 





RE ALABAMA POWER CO. 


inafter ordered is necessary and ap- account the Commission’s determina- 
propriate under the Federal Power tion of the actual legitimate original 
Act to reflect on licensee’s books of cost of this project: [Table omitted. ] 





NEW JERSEY SUPREME COURT 


City of Long Branch et al. 


New Jersey Board of Public Utility 


Commissioners et al. 


[No. 228.] 
(— NJL —, 24 A(2d) 505.) 


Rates, § 595 — Water — Reasonableness of increase. 


The proofs examined in this case; it is clear that the determination of the 
Board of Public Utility Commissioners, in finding an increased rate for 
water service reasonable, was proper. 


Headnote by the Court. 


Valuation, § 30 — Rate base — Costs — Reproduction cost — Going value. 
Discussion of costs, reproduction cost, and value as an assembled operating 
and going concern, in support of a valuation of property for rate-making 
purposes, p. 59. 

Return, § 26 — Reasonableness — Interest on borrowed money. 

Discussion of the reasonableness of interest payments by a water com- 
pany for borrowed money when the utility is not in receipt of sufficient 
revenue to amortize any part of its debt, p. 59. 

Expenses, § 76 — Management — Reasonableness. 

Discussion of the reasonableness of payments for management services, with 
a consideration of comparison of such payments by other companies, p. 59. 

Rates, § 120 — Reasonableness. 

Statement that a rate too low results in inability to render efficient service 
while a rate too high is of disservice to the public, p. 59. 

Expenses, § 3 — Managerial question — Payment under management contract. 
Statement that a Utility Board could not set aside a management contract or 
reduce the yield thereon, and that the officers of a business may, within rea- 
son, control its affairs, p. 59. 

Valuation, § 211 — Property used or useful. 

Statement that a utility obliged to give service cannot be required to have 
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its rates based merely upon property on constant use, but that a degree of 
duplication in plant facilities is inevitable, particularly where there is q 
wide seasonal variation in demand for service, p. 59. 


[February 13, 1942.] 


EVIEW of order increasing water rates; writ of certiorari 


dismissed. 


APPEARANCES: Ward Kremer, of 
Asbury Park, for prosecutors; Auten- 
rieth & Wortendyke and Joseph F. 
Autenrieth, all of Newark (C. H. 
Dickey, of New York city, on the 
brief), for Monmouth Consol. Wa- 
ter Co. 


BopineE, J.: Certiorari was al- 
lowed to review a decision of the 
Board of Public Utility Commission- 
ers permitting the Monmouth Consoli- 
dated Water Company to increase its 
revenues by some $86,000. The util- 
ity on November 14, 1940, filed with 
the Board a schedule of increased rates 
effective as of January 1, 1941. The 
Board suspended the proposed rate 
pending a hearing pursuant to N.J. 
S.A. 48 :2-21, subd. d, and, after hear- 
ing, found the increase reasonable. 
The rate went into effect and the mu- 
nicipalities adversely affected contend 
that the proofs do not support the ad- 
judication. 

The utility was a consolidation of 
a number of small water companies 
serving municipalities in Monmouth 
county, a county bordering on the At- 
lantic ocean and containing many res- 
idences used only in the summer. 
There are 22,000 customers served 
and the territory covered extends 
along the ocean from Fort Monmouth 
to Bradley beach. Emergency connec- 
tions are maintained with two munici- 
pal water plants and water is sold 
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wholesale to two other companies, 
There are four pumping stations and 
the demand for water fluctuates sea- 
sonally. A population of 180,000 
people are provided with water in the 
summer. In the winter there is less 
than half that number. 


The capital structure is as follows: 
First mortgage 5 per cent gold bonds 
(whatever that term means) series A 
due June 1, 1956, $3,564,000; 1,857 
$7 cumulative preferred stock, stated 
value $185,000; 26,000 shares no par 
value common stock, stated value $2,- 
100,000. Open account due American 
Water Works & Electric Company, 
the parent company, as of March 31, 
1941, $456,000. 

The company placed the value of 
its used and useful property at $7, 
000,000, and claimed that by reason 
of the increased municipal, state, and 
Federal taxes it had earned but 3.3 
per cent in 1937; 3.4 per cent in 1938; 
3.8 per cent in 1939, and 2.8 per cent 
in 1940, 

The Board, after carefully weigh- 
ing the evidence, placed the value of 
the property at $5,600,000. The prob- 
able operating revenue was fixed at 
$620,786, a trifle less than the objec- 
tors’ testimony suggested, and_ the 
probable loss from uncollected water 
bills at $3,000 annually. An allow- 
ance for taxes in the sum of $147,498 
was made. 
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The following breakdown shows the 
result : 


Operating revenues $651,608 
Operating expenses 


Uncollectible water bills .. 





Amount available for return $246,895 


The present return the Board found 
was 4.4 per cent. The utility desired 
areturn of 6.34 per cent. The Board 
decided that one of 5.52 per cent was 
not unreasonable, and awarded an in- 
crease of rates to yield $86,000. 

The first problem relates to the val- 
ue of the property as fixed for rate- 
making purposes. The Board con- 
sidered costs, reproduction costs, and 
the value as an assembled operating 
and going concern. Experts testified 
to all elements and their testimony 
varied on most points. We can hard- 
ly say, however, that the Board’s find- 
ings have no support in the proofs. 
The Board considered all the proper 
elements. New Jersey Suburban Wa- 
ter Co. v. Public Utility Comrs. 
(1939) 123 NJL 303, 31 PUR(NS) 
219, 8 A(2d) 350. In parallel col- 
umns annexed to the decision are to 
he found the varying estimates of the 
different witnesses called. The weight 
of the testimony was for the Board 
and these findings are supported by 
the proofs. 

Three points were specially pressed 
at the argument : 

One, that the company was paying 
entirely too much interest for its bor- 
rowed money. The answer was made 
that the utility is not in receipt of suf- 
ficient revenue to amortize any part 
of its debt, and that investors are not 
anxious to buy securities in companies 
which are in receipt of insufficient 
Tevenue to operate with certainty. 


The proofs do not show that the com- 
pany could refinance its funded in- 
debtedness and the large indebtedness 
to the parent company on open ac- 
count would seem to make it unlike- 
ly. 

Two, that the company pays the 
parent company too much for man- 
agement service. The charge is 4 per 
cent of its gross operating revenue. 
Stone & Webster charge for a similar 
service 1.95 per cent. The manage- 
ment expense of the utility is high, be- 
ing close to 10 per cent. It is hardly 
a fair basis for comparison to state 
the figures of utilities operating in 
single municipality where the demand 
for its services are more constant. 
The Utility Board could not set aside 
the contract or reduce the yield there- 
on. Its function is all the factors con- 
sidered to determine if the rate fixed 
is reasonable. 

A rate too low results in inability to 
render efficient service. A rate too 
high is of disservice to the public. The 
same applies to the management con- 
tract. The officers of a business may, 
within reason, control its affairs. That 
other boards have differently viewed 
such items is no reason why the action 
under review was not proper. We are 
not at liberty to accept the objectors’ 
testimony and reject that offered by 
the utility. 

Three, it is urged that the Board 
improperly accepted a depreciation 
theory that was too low. The weight 
to be given to testimony as to repro- 
duction cost and depreciation depends 
upon the circumstance of each par- 
ticular case. The Board had proof to 
support the figures taken. In fact, the 
figures testified to by the witnesses for 
Utility and the objectors as to depre- 
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ciation vary by less than $200,000. 
The substantial difference in result is 
caused by the inclusion in the estimate 
of cost of reproduction of property 
claimed by the objectors to be a du- 
plication and not used or useful. The 
Board did not so find and it does not 
seem that they were obliged so to do. 
A utility obliged to give service can- 
not be required to have its rate based 


merely upon property on constant use. 
A degree of duplication in plant fa. 
cilities is inevitable in any utility, par- 
ticularly where there is a wide season. 
al variation in demand for the service. 
Suffice it that the Board weighed all 
the testimony and arrived at a result 
supported by the proofs. 

The writ will be dismissed with 
costs. 
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Pennsylvania Public Utility Commission 


Philadelphia Association of Wholesale 
Opticians 


[Complaint Docket No. 13611.] 


Public utilities, § 51 — Status of trade association, 
A nonprofit trade association conducting delivery service for such members 
as request and agree to pay for the service is not a bona fide cooperative 
association within the purview of the Public Utility Law, but is conducting 
public carriage subject to the jurisdiction of the Commission. 


[February 16, 1942.] 


OMPLAINT that respondent is transporting for hire without 
* a certificate; complaint sustained. 


By the Commission: This matter 
is before us upon a complaint institut- 
ed by the Commission upon its own 
motion against the Philadelphia Asso- 
ciation of Wholesale Opticians. The 
complaint charges that respondent has 
undertaken to, and is presently en- 
gaged in providing or furnishing 
transportation of property by motor 
vehicle for compensation between 
43 PUR(NS) 


points in Pennsylvania without first 
securing a certificate of public con- 
venience or permit as required by the 
Public Utility Law. 

At the hearing, the following facts 
were admitted: A transportation serv- 
ice available to all members of the as- 
sociation is maintained and conducted 
in the name of the association. The 
association’s membership is made up 
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of thirteen wholesale optical establish- 
ments doing business in Philadelphia 
and vicinity. At the time of the hear- 
ing, nine of the thirteen members were 
using the association’s transportation 
service for delivery to customers. Pay- 
ment by each member for service is 
made upon the basis of the extent to 
which each member uses the service. 
No contribution towards maintenance 
of the service is made out of associa- 
tion funds or by any member of the 
association not using the service. An 
experienced transportation man has 
been engaged to manage the service 
which is conducted with hired or 
leased passenger cars. These cars are 
all owner operated. 

Admission of the above facts pre- 
sents us only with the question wheth- 
er the service as conducted is subject 
to the jurisdiction of the Public Utili- 
ty Commission. Respondent contends 


first, that the Philadelphia Associa- 
tion of Wholesale Opticians is a “bona 


fide, codperative association” and, 
therefore, is not subject to the juris- 
diction of the Pennsylvania Public 
Utility Commission. Secondly, that 
operation of a messenger delivery serv- 
ice by the association for the exclusive 
use of its members does not constitute 
public carriage, subject to the jurisdic- 
tion of the Commission. 

The record sustains respondent’s 
contention that the association is not 
performing or holding out a common 
carrier service. The service is limited 
to members of the association and is 
performed only for those members of 
the association who request it and who 
agree to pay for the service performed. 

Respondent’s contention that it is a 
bona fide, codperative association with- 
in the contemplation of the Public 


Utility Law is based upon the asser- 
tion that the services are performed 
without the intention or purpose of 
making a profit from the transporta- 
tion service. 

We do not consider the respondent’s 
position to be sound. The Public Util- 
ity Law specifically provides that ju- 
risdiction attaches to any transporta- 
tion service provided “for compensa- 
tion” except when the service is per- 
formed by a bona fide, codperative as- 
sociation (Art. I, § 2(5) or by a bona 
fide agricultural codperative associa- 
tion (Art. I, § 2(7)). 

The first exception is provided for 
in the definition of common carrier ; 
the second in the definition of contract 
carrier. Upon the record in this case, 
we do not believe either exception is 
applicable. In the first place, the Phil- 
adelphia Association of Wholesale 
Opticians is certainly not a “bona fide, 
agricultural codperative association” 
and, therefore, is not covered by the 
exception provided for in the defini- 
tion of contract carrier. Secondly, the 
association, in any event, is not a “bona 
fide, codperative association” as re- 
ferred to in the definition of common 
carrier. 

The respondent is a nonprofit cor- 
poration of the first class, organized 
under the authority created by the Act 
of April 29, 1874, P. L. 73, and is 
presently governed by the Nonprofit 
Corporation Law of May 5, 1933, P. 
L. 289. The purpose of the corpora- 
tion, as it appears from the record, is 
as follows: 

“Second: The purpose for which 
the corporation is formed is to obtain, 
record, and furnish information con- 
cerning the official and commercial 
standing of dealers in optical goods, 
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facilitate adjustment of business dis- 
putes among its members and those 
with whom they engage in trade, en- 
courage sociability among its mem- 
bers and promote and protect their in- 
terests without the corporation deriv- 
ing any profits, either directly or in- 
directly, therefrom.” 

Provision is made for incorporation 
of cooperative associations by the Act 
of June 7, 1887, P. L. 635, § 1, 14 
PS § 1, which provides as follows: 

“Cooperative associations, produc- 
tive and distributive, may be incorpo- 
rated under this act, upon compliance 
with its requirements, by any five or 
more farmers, mechanics, laborers, or 
other persons, who shall have associat- 
ed themselves together by written ar- 
ticles of association, such as are here- 
inafter described, for the purpose of 
carrying on any agricultural, horticul- 
tural, mining, quarrying, building, 
mechanical, manufacturing, or com- 
mercial, or for the purpose of manu- 
facturing, cultivating, raising, trading, 
or dealing in all kinds of goods, wares, 
merchandise, chattels, grains, vegeta- 
bles, roots, fruits, and other produce, 
or animals for sale, food, or other pur- 
poses, or for the purpose of buying, 
selling, holding, leasing, or improving 
lands, tenements, or buildings; and 
that such persons, so associating, may 
adopt any corporate name, indicating 
their codperative character, and which 
has not been previously adopted by any 
other corporation, formed under this 
act: Provided, That the two last 
words of such name shall be ‘“‘codpera- 
tive association, c 

The association registered its name 
as the Philadelphia Association of 


Wholesale Opticians with the secre. 
tary of the commonwealth, as a first. 
class corporation on December 4, 
1925, as required by the Act of May 
16, 1923, P. L. 246. It can be noted 
here that the two last words of the 
association’s name are not “codpera- 
tive association” as required for the 
identification of codperative associa- 
tions by the Act of June 7, 1887, P. L, 
635, supra. 

To summarize, it may be stated that 
the respondent was incorporated as a 
corporation of the first class under the 
Act of 1874. It is now governed by 
the Nonprofit Corporation Law of 
1933. Any doubt as to the noninclu- 
sion of respondent within the classif- 
cation of codperative association is 
dispelled by Art. I, § 4 of the Non- 
profit Corporation Law of 1933 as 
amended by the Act of June 20, 1937, 
P. L. 1980, § I, which provides as fol- 
lows: 

“This act does not relate to, does 
not affect, and does not apply to: (1) 
cooperative associations, either for 
profit or not for profit.” 

After consideration of the record in 
this proceeding, we have concluded and 
therefore find 

(1) That the Philadelphia Associ- 
ation of Wholesale Opticians is not a 
bona fide, codperative association with- 
in the contemplation of the Public Util- 
ity Law. 

(2) That the Philadephia Associa- 
tion of Wholesale Opticians has trans- 
ported property for compensation be- 
tween points in Pennsylvania without 
authority of the Pennsylvania Public 
Utility Commission in violation of the 
Public Utility Law. 
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RE WISCONSIN NATURAL GAS CO. 


WISCONSIN PUBLIC SERVICE COMMISSION 


Re Wisconsin Natural Gas Company 


[CA-1463.] 


Re Independent Natural Gas Company 


(Wisconsin Gas Transmission Company) 


[CA-1484.] 


Re Natural Gas Pipeline Company of America 


(Badger State Pipeline Company) 


[CA-1777.] 


Interstate commerce, § 5 — Preémption of field by Congress — Natural gas ex- 


tension. 


Congress, by amendment of § 7(c) of the Natural Gas Act, 15 USCA 
§ 717£(c), so as to require the issuance of a certificate by the Federal 
Power Commission before the construction and operation of a natural gas 
pipe line to any new territory may be undertaken, has preempted the field 
to the exclusion of any power of a state with respect to the authorization of 


such construction and operation. 


[March 13, 1942.] 


| patos of docket and further hearing on question of ju- 
risdiction to issue certificate for construction and operation 
of natural gas pipe line; order rescinded and vacated and applica- 


tion dismissed for want of jurisdiction. 


For earlier decision 


on jurisdiction, see 39 PUR(NS) 50. 


By the Commission: On January 
2, 1942, an order was entered in the 
above-entitled matters directing the is- 
suance of a certificate authorizing the 
construction and operation of a natu- 
ral gas pipe line by Wisconsin Gas 
Transmission Company upon satisfac- 
tion of certain requirements specified 


in the order and retaining jurisdiction 
for such further consideration, order, 
or direction as the Commission may 
deem warranted as to all of the three 
cases above captioned. 

On February 10, 1942, we reopened 
docket CA—1484 for the purpose of 
further hearing and consideration, and 
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simultaneously issued notice of a fur- 
ther hearing in all three of the dock- 
ets for the purpose only of permitting 
any of the parties to said proceedings 
to show cause, if any there be, why 
the order of January 2, 1942, should 
not be vacated for want of jurisdic- 
tion to issue the certificate therein di- 
rected and why an order should not 
be entered dismissing these proceed- 
ings for want of jurisdiction to enter- 
tain them further. 

At the hearing several motions for 
the dismissal of the proceedings for 
lack of jurisdiction were made. 

In these proceedings one of the fun- 
damental issues presented was whether 
we had jurisdiction to enter the order 
of January 2, 1942, and to issue the 
certificate as therein directed. This 
issue was resolved in favor of juris- 
diction. 


However, since the order of Janu- 


ary 2, 1942, was issued the Federal 
Natural Gas Act has been amended so 
as to require the issuance of a certifi- 
cate by the Federal Power Commission 
before the construction and operation 
of a natural gas pipe line into any new 
territory may be undertaken. 

Section 7(c) of the Natural Gas 
Act, 15 USCA § 717f(c), has been 
amended to read as follows: “No nat- 
ural-gas company or person which will 
be a natural-gas company upon comple- 
tion of any proposed construction or 
extension shall engage in the transpor- 
tation or sale of natural gas, subject 
to the jurisdiction of the Commission, 


or undertake the construction or ex 
tension of any facilities therefor, of 
acquire or operate any such facilities 
or extensions thereof, unless there is 
in force with respect to such natural 
gas company a certificate of publi¢ 
convenience and necessity issued by 
the Commission authorizing such acts 
or operations.” : 

We are of the opinion that by this 
amendment Congress has preémpted 
the field to the exclusion of any power! 
of the state of Wisconsin with respect: 
to the authorization of the proposed 
construction and operation. There. 
fore, we no longer have power to issue | 
or cause to be issued a certificate as’ 
directed in the order of January 2)] 
1942, and it follows that such order’ 
should be rescinded and vacated and: 
that the proceedings in all three of the 
dockets should be dismissed for want 
of jurisdiction to entertain them fur- 
ther. 

The Commission finds: That it is! 
without jurisdiction of the subject 
matter of the applications herein in} 
view of the amendment of the Federal 
Natural Gas Act as above cited. 


ORDER 


It is therefore ordered: 

1. That our order herein dated Jan- 
uary 2, 1942, be and is hereby rescind 
ed and vacated. 

2. That the applications in dockets’ 
CA-1463, CA-1484, and CA-1777 
be and the same are hereby dismissed 
for want of jurisdiction. 
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worth-while contribution to America’s war effort because it 
saves iron. As compared with the conventional style core, 
this type of construction will save 500 tons of iron per year 
in the Kuhlman plant—enough for approximately 15 
medium tanks. And in addition to using less iron the 
Kuhlman B. I. core construction results in a more efficient 


transformer. 


Yet saving iron is only one of the many ways in which 


the Kuhlman Electric Company is helping America to win 


this war. Hundreds of Kuhlman transformers have already ls 4 


: ; a . Utilizing to the fullest extent the many 
been installed in new defense plants. And other hun- fee 
advantages inherent in present day ma- 


dreds of Kuhlman Distribution, Power, 


terials, the Kuhlman Bent Iron Core con- 


Saf-T-Kuhl and C S P Transformers are 


struction results in reduced exciting cur- 


UNITED doing their jobs efficiently, day and 
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rent, general improvement of operating 


night under all conditions, throughout characteristics and a lighter, easier-to- 


the nation. : > handle transformer. 
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The Bent Iron Core Construction, originated by Kuhlman 


1\| 
er , fos "] 








Public Utilities Fortnightly 





Next to the Stars and Stripes .. . 


AS PROUD A FLAG AS INDUSTRY CAN FLY 


Signifying 90 percent or More Employee Participation 
in the Pay-Roll Savings Plan 


Ir doesn’t go into the smoke of battle, but wherever you see this flag 
ou know that it spells Victory for our boys on the fighting fronts. 
‘oO everyone, it means that the firm which flies it has attained 90 percent 

or more employee participation in the Pay-Roll Savings Plan . . . that 

their employees are turning a part of their earnings into U. S. Sav- 
ings Bonds regularly, every pay day, with the goal being 10 percent of 
the gross pay roll allotted to Bonds. You don’t need to be engaged 
in war production activity to fly this flag. Any patriotic firm can 
qualify. For facts about the Pay-Roll Savings Plan, write Treasury 
Department, Section D, 709 12th Street, NW., Washington, D. C. 


MAKE EVERY PAY DAY “BOND DAY” 
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This Space is a Contribution to Victory by PUBLIC UTILITIES FORTNIGHTLY 











Pay Industrial Progress 


Selected information about manufacturers, new prod- 


ucts, and new methods. Also news on utility expansion 
programs, personnel changes, recent and coming events. 


Equipment Notes 
Unbreakable Thermal Bottle Oiler 


A new, visible, unbreakable bottle oiler, to 
replace ordinary oil cups, has been announced 
by the Trico Fuse Mfg. Co., 

Milwaukee, Wis. 

The oiler illustrated is 
made in one, two and four 
ounce capacities. It auto- 
matically lubricates — solid, 
wick, or waste-packed bear- 
ings. On the slightest tem- 
perature rise, the oiler dis- 
charges a few drops of oil. 
As soon as the bearing re- 
ceives this oil, it cools and 

the feeding stops automatically. This opera- 
tion repeats itself constantly and positively 
without attention. 

A unique feature is the adjustable feed. 
Through a simple turn of the thermo-dome a 
iP opens or closes, regulating the flow 
of oil. 

Installation can be made in less than 60 sec- 
onds without special tools. A wide range of 
adapters makes 95 per cent installations pos- 
sible without drilling or tapping. 

Complete descriptive folder and catalog are 
now available from the manufacturers. 


Lighting Control for Blackouts 


A new series-multiple relay, announced by 
the Lighting Division of the General Electric 
Company, provides a simple and inexpensive 
means whereby a series street-lighting circuit 
can control another series circuit or any near- 
by multiple circuit, for normal or blackout 
control. While primarily intended for street- 
lighting control, this series-multiple relay can 
also control display windows in stores and 
spectaculars. 

Known as the Type RIL Novalux relay, the 
unit consists of a small a-c contactor mounted 
on and connected to the secondary of a Type 
IL transformer. With the transformer sup- 
plied from a series circuit, the relay will be 
energized as long as the current flows in the 


series circuit. The contacts may be open to de 
energize any circuit connected to it when th 
series circuit is shut down, or closed to turn 
blackout lighting for the duration of the black 
out. The relay is protected from the weathe 
by a removable cast-iron cover. Its trans 
former is a closed-core type operating at higl 
power-factor. 


Phone Booth for Industrial Users 


A new wooden acousti-booth, finished in at 
tractive walnut color, is announced by th 
Burgess Battery Company, Acoustic Divisio 


wooden booths being developed to enable the 
company to supply in 


priorities or other re 
strictions. These booth 


the booth consist of 3 

heavy perforated ply 

wood facing, which pro 

tects the sound-absorb- 
ent material. This combination of perforated 
plywood and the sound-absorbent material 
which it protects is a patented Burgess de- 
velopment. These acoustic panels blot up fac: 
tory noise and create a remarkable “zone of 
quiet” in the booths. 


Toxic Dust Respirator 


American Optical Company of South 
bridge, Mass., announces a new respirator for 
protection against toxic dusts. Representing 





70 MASTER-LIGHTS 
®@ Electric Portable Hand Lights. 
© Repair Car Spot and Searchlights. 
©@ Emergency (Battery) Floodlights. 
CARPENTER MFG. CO. 


179 Sidney St., Cambridge, Mass. 
MASTER-LIGHT MAKERS 





DICKE TOOL CO., Ine. 
DOWNERS GROVE, ILL. 
Manufacturers of 
Pole Line Construction Tools 
They’re Built for Hard Work 
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SUPERCRANE! 


Why Super? Because it’s better! — 
Because it requires but one operator, 
and has but one engine — yet is 
mounted on rubber tires, steers hy- 
draulically, moves without tracks or 
overhead connections — goes most 
anywhere. The SUPERCRANE will 
handle more material faster, easier, 
and for less cost. Available as Crane, 
Clamshell, Dragline and Pile Driver. 


GENERAL GIVES YOU MORE! 
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The GENERAL 
EXCAVATOR 


*|RONEROLLERS* 
6 to 12 Tons 
Diese! or Gasoline 
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an entirely new design in toxic dust respira- 
tors, this new American R9100-T respiratory 
protector is light in weight and gives full vi- 
sion, while the entire face piece is itself a filter 
and compresses maximum protection area into 
minimum space. 


Blackout Control 
A highly sensitive photo-electric blackout 
control which will operate on an ex- 
tremely low level 
of illumination 
(1/200 part of one 
foot candle) is an- 
nounced by The 
United Cinephone 
Corp., Torrington, 
Conn. 
Any light source 
which will be put 
out when a black- 
out occurs can be 
used. Street light- 
ing, however, should 
be the safest light 
source, as in most 
cases it is con- 
trolled at the power 
station. 
The blackout 
control can be used 
in many ways of 
which the follow- 
ing are the most popular: outdoor billboards, 
street signs, window lighting, airport or bea- 
con lights, residential lighting, highway con- 
struction and flood lighting. 


¥ 


Manufacturers’ Notes 


G-E Elects Several New Officers 

T. F. Barton of New York and W. B. Clay- 
ton of Dallas, Texas, have been elected com- 
mercial vice presidents of General Electric 
Company, according to a recent announce- 
ment. Both were district managers in their 
respective territories and will continue as such. 

B. Crouch, E. L. Millham and G. S. Hyatt, 
of Schenectady, and C. E. Anderson of 
Bridgeport, Connecticut, have been named as 
assistant comptrollers. 


IBM Provides for Men in Service 

International Business Machines Corp. re- 
cently announced that 858 employees are in the 
military service. 


The company gives the men as they go into 
service an allowance of three months’ pay 
spread over twelve monthly instalments and 
pays the premiums on U. S. life insurance to 
replace their group insurance. IBM clubs of 
employees organized at each plant and office 
also remember every IBM man in service with 
a letter and a present every month. 


Three Appointed to Staff of 
Institute of Gas Technology 

The Institute of Gas Technology, founded 
last September to train men, promote research 
and disseminate scientific information for the 
gas industry, recently added Dr. Julian F. 
Smith, Dr. Charles H. Riesz and Dr. R. Lowell 
Hicks, to its staff. 

The additions bring the Institute staff to 14 
persons in addition to Director Harold Vagt. 
borg. The Institute is located at and affiliated 
with Illinois Institute of Technology in Chi- 
cago, and several faculty members of the lat- 
ter school assist on the Institute Staff. 


American Standard Definitions 
of Electrical Terms, C42 

A new American Standard known as Def- 
nitions of Electrical Terms, C42, sponsored by 
the American Institute of Electrical Engineers, 
is now ready for general distribution. The issue 
of this volume of electrical definitions as an 
American Standard should mark an epoch in 
the literature of the electrical art in America, 
as it is the first time the definitions of the im- 
portant terms common to all branches of the 
art as well as those specifically related to each 
of the various branches have been assembled 
and printed under one cover. 

The “Definitions” book is a handsome sturdy 
300-page volume, 8 x 11 inches, dark blue 
fabricoid binding, gold lettering, thoroughly 
indexed. Price is $1.00 net each in U. S. A. to 
all on single copies or in quantity. $1.25 out- 
side U. S A. Address AIEE Headquarters, 
33 West 39th St., New York, N. Y. 


G-E Appliance Service Plan 

A streamlined appliance service plan de- 
signed to improve service facilities to the con- 
sumer, and at the same time to cooperate fully 
with WPB’s material conservation effort by 
conserving replacement parts for use in mak- 
ing essential replacements only, has been an- 
nounced by the General Electric Co. 

The plan calls for the establishment of G-E 
owned regional appliance service centers in va- 
rious sections of the country, each regional 
center serving as a pool of replacement parts 








BLACKOUTS and other WAR MEASURES 
DEMAND PROTECTIVE LIGHTING 


WHEAT 


Rechargeable Spotlight 


KOEHLER MFG. CO. Marlboro, Mass. 


25,000 Beam C.P. 
Ft. 


Weight 6 Ibs. 
1,000 Hours 
Battery Life 
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From the Early Period 
of the Telegraph tothe present 
remarkable development inthe field of Electric 


has been continuously demonstrating the 
fact that it is the most reliable and 
permanent insulation known 
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NEW YORK CHICAGO SAN FRANCISCO 
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and repair facilities for several distributor- 
ships. Regional appliance service centers are 
now being established in San Francisco, Bos- 
ton and Atlanta. Others will follow. 


International Harvester Promotions 


R. C. Archer, formerly manager of domestic 
sales for International Harvester Company, 
Chicago, has been named director of domestic 
and Canadian sales. T. B. Hale, assistant do- 
mestic sales manager since 1938, replaces Mr. 
Archer as manager of domestic sales. 


Coxhead Expands Washington Office 


The Ralph C. Coxhead Corp., New York, 
manufacturers of the Vari-Typer composing 
machine, recently expanded its Washington, 
D. C. service facilities to meet increased Gov- 
ernment needs. 

James Farmer, vice president, is in 
charge of the new office. Mr. Farmer prior to 
the appointment was general sales manager. 


Priorities Training School 

The National Electrical Manufacturers’ As- 
sociation has announced that the first War 
Production Board priorities training school 
for any industry will be that scheduled for 
electrical manufacturers during the week of 
May 25-29 at the Hotel Pennsylvania in New 
York city. It will be conducted, the associa- 
tion reports, along the lines of the priorities 
training course held by the WPB for training 
members of its own staff. 


> 
Catalogs and Bulletins 


Customer Accounting 

Wartime Customer Accounting for Public 
Utilities is the title of a booklet recently is- 
sued by the Public Utility Department of 
Remington Rand, Inc., Buffalo, N. Y 

This study gives a complete digest and 
analysis of current customer accounting as 
conducted by some of the Nation’s leading 
utilities. Copies are available without charge 
from the manufacturer. 


Silent Gears 

A complete, up-to-date story on nonmetallic 
gears is contained in a new booklet, “Silent 
Gears,” published by General Electric Com- 
pany’s plastics division, Pittsfield, Mass. 

The booklet describes the two types of non- 
metallic gear material, Fabroil and Textolite, 
which have a wide range of application from 
business machinery equipment to tanks and 
submarines, and gives a pictorial story of how 
the gears are manufactured. 


Oil Burning System 

The Peabody constant differential wide 
range oil burning system is described in Bul- 
letin No. 107, recently issued by Peabody En- 
gineering Corp., 580 Fifth Avenue, New York. 
The new system provides a simple, positive 
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and flexible control of combustion over wide 
Sp ‘i capacity, when required, in excess of 

to: 1. 

Peabody gas burners and combined gas and 
oil burners are illustrated and described ip 
Bulletin No. 203. 

Copies of the bulletins are available from 










Quick Selector Catalog 


A 64-page revision of the “Quick Selector 
Catalog” is announced by the Westinghouse 
Electric and Manufacturing Company. Issued 
twice a year, this catalog simplifies the selec. 
tion of many types of electrical equipment. 

A number of additions and changes have 
been made in the new edition which make the 
catalog more useful than ever before. 

The general subjects . covered include: 
safety switches, no-fuze breakers, multi-break- 
ers, panelboards, motor control and motors, 
New application data, on latest equipment in 
each of these groups, has been included. 























“How To Boost Production” Manual 


A manual for business executives and plant 
managers on “How to Boost Production 
Through Increased Employee Morale” has 
just been issued by the Labor Relations Insti. 
tute. The pamphlet details practical methods 
for organizing management-labor committees 
as a means of obtaining greater output. 

This manual may be obtained from the In- 
dustrial Division, Labor Relations Institute, 
1775 Broadway, New York, N. Y. 


Announce Battery Standards 


An article in the April issue of “Industrial 
Standardization” announces the new American 
Standard for dry cells and batteries. 

This standard covers batteries for tele- 
phones, flashlights, ignition, hearing aids, and 
portable radios. 


Kotal Manual 


With fuel oil and asphalt so critically short, 
this year Kotal promised to make an important 
contribution to construction needs, according 
to a recent announcement of the Kotal Com- 
pany, 52 Vanderbilt Avenue, New York. 

A new manual has been issued by the com- 
pany describing the advantages of Kotal for 
use in pavement and roadway construction, 
maintenance and patching work. 


























Taylor Pressure Instruments 


A new Taylor pressure instruments catalog 
is announced by the Taylor Instrument Com- 
panies, Rochester, N. Y. This 24-page, 84 x Il 
in. illustrated catalog fully describes the bour- 
don spring, bellows and manometer type it 
struments for indicating, recording and com 
trolling pressures, : 

All the latest information on gauge, differ- 
ential and absolute pressure and vacuums can 
be found in this comprehensive catalog. Also 
listed are the Taylor indicating mercury 
gauges for absolute pressures and vacuums, a 
well as complete information on Taylor charts 
for pressure recorders and ‘controllers. 
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'W hen added load necessitates 
added power piping in your plant, take 
this short-cut through the special engi- 
neering and prefabrication problems 
that precede installation. “Give the 
plans to Grinnell”, and you'll “sub- 
contract” all the questions and troubles 
of interpreting super-pressure steam 
requirements into super-power piping. 


Grinnell engineers are power spe- 
cialists, qualified by long experience 
to interpret even the most complex 
power problems into speedily-erected, 
underwriter-approved piping systems. 


Grinnell plants, strategically located to 
serve defense industries, are equipped 
with every last facility to prefabricate 
these vital systems. 

Grinnell is helping leading manu- 
facturers, utilities and process plants to 
meet defense needs for added power. 
Write for Data Book, “Grinnell Pre- 
fabricated Piping”. Grinnell Company, 
Inc., Executive Offices, Providence, R. I, 
Branch offices in principal cities. 


GRINNELL 


wuenever PIPING is invouveo 
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Survey Shows Possibilities 
Of Increased Revenue 





Photo courtesy Canadian Pacific Ry. 


Even though 
your city or town moy 
have some difficulty in 
getting new water me- 
ters today, you still con 
greotly increase the ac- 
curacy and lengthen the 
lite of your present me- 
ters by promptly put- 
ting into effect @ prop- 
er program of testing 
ond repair. Money 
seved the consumer 
through proper meter 

maintenance con 
be invested in 


VICTORY 





Neglect of Meters 
Blamed for Losses 


Proper Meter Maintenance 


Program Strongly Urged 


From paper presented at Toronto Convention, A. W.W.A. 


TORONTO—A survey of the 
meter maintenance practices of 
a group of municipalities, in- 
cluding Canadian cities of over 
30,000 population and U.S. cities 
of between 100,000 and 200,000 
population, proves that today 
water utilities cannot afford to 
install meters and then neglect 
them, forgetting that they are 
really “precision instruments” 
and that proper repair and test- 
ing will repay many times the 
time and money spent. 

A meter maintenance pro- 
gram, such as outlined here, will 
reduce the cost of waterworks 
operation; lengthen meter life; 
and result in a distinct improve- 
ment in revenue . . . not by in- 
creasing the cost of water to 
the consumer, but by revealing 
unsuspected leaks and waste, 





thereby also conserving water 
and reducing useless pumping. 


Recommendations 


1. Test all meters when pur- 
chased. 

2. Remove them after a cer- 
tain period of time or after a 
certain total consumption, or 
combination of both. 

3. Test them when brought 
into the shop for repairs, keep- 
ing a record of these tests. 

4. Repair them carefully, es- 
pecially the chambers and gear 
trains, keeping a record of re- 
pair costs, both parts and labor. 

5. Test them after repairs, re- 
quiring a high percentage of reg- 
istration on a 0.25-g.p.m. flow. 


Such a procedure will without 
a doubt result in distinct increas- 
es in water department revenues. 














NEPTUNE METER COMPANY - 50 West 50th Street - NEW YORK CITY 
Branch Offices in CHICAGO, SAN FRANCISCO, LOS ANGELES, PORTLAND, ORE, DENVER, DALLAS, 
KANSAS CITY, LOUISVILLE, ATLANTA, BOSTON. 

Neptune Meters, Ltd., Long Branch, Ontario, Canada 











This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Public Utilities Fortnightly 








LOGISTICS 


Strategy is the planning of warfare. 
Tactics is the execution of those plans. 


Logistics, the third branch of military science, is the sup- 
plying of everything necessary to strategy and tactics—in the 
right amount, at the right place, at the right time. 


Now, in total war, we must apply the science of Logistics to 
all of our activities as a nation—civilian as well as military. 
WE-ALL are part of the Victory Program. 


Our supply lines are literally life lines of the United Nations. 
Man-power and munition-power are the controlling factors. 


Today, Logistics dictates strategy—determines tactics. 


Congress has appropriated billions of dollars but it cannot 
appropriate one single second of time. 


Time favors those who appreciate it as the priceless com- 
modity it now is. 


In war, when we save time we save lives—and we make our bial 
individual contribution to Victory. proof, . 
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DEPARTMENT OF LoGISTICs a. 


INTERNATIONAL Business MACHINES CorRPORATION 


This messdye appeared in every daily newspaper, both English and for- 
eign language, in the United States and Canada, on March 30, 1942 
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AINTENANCE costs stay low when 
Transite Ducts are used. Entirely 
inorganic and non-metallic, these asbestos- 
cement ducts are highly resistant to cor- 
rosion. They can’t rust or rot... won’t burn. 


Yet low maintenance is only part of the 
savings made by using Transite Ducts. 
Supplied in long, light lengths, these dura- 
ble cableways are installed quickly and 
easily; thus, installation costs are kept low. 
For details, write for brochure DS-410. 
Johns-Manville, 22 E. 40th St., N. Y. 
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CORROSION-RESISTANT, rustproof 

proof, Johns-Manville Transite 

ovide maximum assurance of long, oe 
life and low maintenance when 





f on exposed locations. On many 
istallations, such as the one shown 
tansite Conduit outperforms more 
e materials commonly used for 






FOR 
EFFICIENT, 
LOW-COST 
SERVICE, 

SPECIFY... 





UNUSUALLY WEATHER-RESISTANT, 
these asbestos-cement ducts may 
be safely stored outdoors. Their 
sustained strength permits piling 
to convenient heights without 
distorting or crushing the duct. 


TRANSITE CONDUIT... For 
useunderground without 


for exposed locations. 


lation 
a concrete envelope and lower 
tical wi 


UNIFORMLY STRONG AND DURABLE, 


J-M Transite Conduit needs no 
protective casing underground. 
And its tough asbestos-cement 
composition offers superior pro- 
tection against corrosive soils. 





3¥| Johns-Manville 
TRANSITE DUCTS 


korbuct ... For instal- 

concrete. Thinner walled, 

but otherwise idene 
Transite Conduit. 
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WHEN TOOLS OF PEACE 
ENLIST FOR WAR 


Measuring and Controlling Gas Consumed in War Industry Plant 
with EMCO Meters and Regulators and Nordstrom Valves 


N industry's nation-wide battlefront 

gas has proven to be one of our most 
effective and efficient weapons. The shift 
from normal peacetime requirements to 
unprecedénted heavy wartime demands 
finds the entire Gas Industry willing to 
shoulder the responsibilities thrust upon it. 
To utilize gas to the best advantage and 


at the same time conserve this important 
fuel, it must be accurately controlled and 
measured. As a part of our contribution 
toward the production of military equip- 
ment, we are furnishing EMCO Metersand 
Regulators and Nordstrom Valves to help 
the Gas Industry meet the expanding 
needs of industry. 


PITTSBURGH EQUITABLE METER COMPANY 


NEW YORK OAKLAND MERCO NORDSTROM VALVE COMPANY <ansas city SEATTLE 
BROOKLYN = TULSA Main Offices, Pittsburgh, Pa. PHILADELPHIA HOUSTON 


DES MOINES CHICAGO 


SAN FRANCISCO COLUMBIA 


mempHis soston NATIONAL METER DIVISION, Brooklyn, N.Y. os anceLes  surFALO 
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application 


plosion-proo 


ERCOID SENSATHERM 


ive low voltage thermostat widely notea 
age room temperature control. 


OID NO. 855 THERMOSTAT 


directly on line voltage. Universally ac- 
the trade for ts dependable performance. 


KPLOSION-PROOF CASES 


with any type of temperature or pressure 
commended for all hazardous locations 


OTE BULB TEMPERATURE 
CONTROL 


wole outside adjustment feature. Avail- 
Narious ranges for numerous types of in- 
applications. 


IQUID LEVEL CONTROL 


plosion-proof housing. Recommended for 
azardous locations. 


COMPLETE LINE 
HOWN IN CATALOG 











TILTING TYPE 


Wercoid Contro/s give 


100% INercury Switch 


Protection 


War production calls for maximum efficiency as well as 
protection of life and equipment in plant operation—in- 
creasing enormously the requirements for automatic 
controlling instruments 

Mercoid Controls have figured prominently in the ex- 
pansion of the Nation’s war industry. Engineering 
acceptance throughout all branches of industry made 
this inevitable. 

Mercoid Controls have not fallen short of the reputation 
they have established over the many years of their exist- 
ence. Their reliability is taken for granted—but there are 
reasons back of it—one in particular that good engi- 
neering does not overlook: 

The vital part of an automatic control and usually 

the most vulnerable is the switch element itself. 
Coupled with proven principles of design and con- 
struction, all Mercoid Controls are equipped with her- 
metically sealed Mercoid type mercury switches. These 
switches are immune to corrosion and eliminate open 
arcing, pitting or contact welding. Experience shows 
them to operate indefinitely without deterioration. 

Mercoid products fit into wartime requirements for 
temperature and pressure regulation, liquid level main- 
tenance, switch contacts, circuit relaying, protection 
against ignition, flame, and power failures and low 
voltage. The majority of Mercoid Controls are also avail- 
able with explosion-proof cases for hazardous locations. 

A fully descriptive catalog for your supply source 
library may be had on request. Mercoid engineers will 
advise with you on control problems. 


The Mercoid Corporation x 4213 Belmont Avenue * Chicago, Iilinols 
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FEDERAL UTILITY REGULATION ANNOTATED 


(FURA) 


The Public Utility Holding 
Company Act of 1935 
as administered by the 
Securities and Exchange Commission 


1935 to 1941, Inclusive 


A Section by Section Treatment 
of the Act, with 


(1) Effective SEC Rules 


(2) Annotations of Commission 
and Court decisions 


(3) Supplemental notes 


OTHER FEATURES: Historical introduction, 
personnel of the Commission since organiza: 
tion (1934-1941), complete alphabetical list of 
subsidiaries of holding company systems, rules 
of practice, comprehensive subject index, an- 
nual pocket supplements. Price, $12.00; in com- 
bination with Public Utilities Reports, $10.00. 


AND TO KEEP YOU UP TO DATE: 
FURA - CURRENT SERVICE = SEC 


A continuing record issued twice a month, with special issues as required. 





Summaries and analyses of commission and court decisions 
Special studies of financial aspects, policies and practices 
Comments upon observable regulatory trends and tendencies 
References to and excerpts from addresses by members and staff 
Brief reviews of pertinent articles in periodical literature 

Notes on legislative proposals and congressional debates 

Guides to collateral material of interpretative or suggestive value 
All dependable information clarifying or expounding the Commis- 
sion's work 


Subscription price $25 a quarter, including convenient binder and 
quarterly, cumulative index. 





BOSTo! 


PUBLIC UTILITIES REPORTS, INC. sT. Lo 


1038 MUNSEY BUILDING 


WASHINGTON, D. C. BOIL] 
PULV 
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Repeat Order From An 
Ohio Public Utility Co. 


CENTRAL OHIO LIGHT & POWER CO., Bluffton, Ohio 


Sargent & Lundy Cons. Eng. 
90,000 Ibs. steam/hour, 490 Ibs. design pressure, 835° F. steam temp. 
Riley Boiler, Superheater, Steam Temperature Control, Air Heater, Water Cooled 
Furnace, Steel Clad Insulated Setting. Fired by Riley Pulverizers and Burners. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 
BOSTON NEW YORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT SEATTLE 
8T, LOUIS CINCINNATI HOUSTON CHICAGO ST. PAUL KANSAS CITY LOS ANGELES ATLANTA 


COMPLETE STEAM GENERATING UNITS 


BOILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
VERIZERS - BURNERS - MECHANICAL STOKERS - STEEL-CLAD INSULATED SETTINGS 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, account- 
ants, rate experts, consultants and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design and construction. 














THE AMERIGAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 
for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
PHILADELPHIA 


PACKARD BUILDING 








oesicx FOND, Bacon « Davis, anc. ware case 


CONSTRUCTION £ ° APPRAISALS 
OPERATING COSTS ngincers INTANGIBLES 


VALUATIONS AND REPORTS 


NEW YORK PHILADELPHIA WASHINGTON CLEVELAND OHICAGO 








BARI 


DESIG! 
BETTER 








J. H. MANNING & COMPANY 


120 Broadway, New York 
ENGINEERS 


Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 

Public Utility Affairs including Integration 











SANDERSON & PORTER 
ENGINEERS AND CONTRACTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 





With Management Problems, Financing, Reorganization. 
Chicago New York San Francisco 


—— 





Mention the FortNIGHTLY—I¢ identifies your inquiry 
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PROFESSIONAL DIRECTORY (continued) 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 




















STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING * APPRAISALS 


BOSTON «© NEWYORK ee CHICAGO *« HOUSTON e¢« PITTSBURGH 
SAN FRANCISCO e LOS ANGELES 











THE J. G. WHITE ENGINEERING CORPORATION 


ENGINEERS AND CONSTRUCTORS 


Steam Power, Hydroelectric and Industrial Plants 
Examinations, Reports and Appraisals 
NEW YORK NEW ORLEANS 








BARKER & WHEELER, ENGINEERS E. J. CHENEY AND Co. 


DESIGNS AND CONSTRUCTION — OPERATING a ss “ai kel ies 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — ne a 
MANAGEMENT — APPRAISALS — RATES 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 61 BROADWAY NEW YORK 





Investigations, Valuations, Cost Studies, Rates 
Regulatory Problems and Proceedings 








BLACK & VEATCH ROBERT E. FOLEY 


CONSULTING ENGINEERS 


Appraisals, investigations and _ re- 
ports, design and supervision of con- Telephone Lines—Rural Lines—Fire Alarms— 
struction of Public Utility Properties Transmission Lines 


4706 BROADWAY KANSAS CITY, MO. 48 Griswold St. Binghamton, N. Y. 


Erecting Engineer 








EARL L. CARTER Francis S. HABERLY 


Consulting Engineer ENGINEER 


REGISTERED IN INDIANA, NEW YORK, OHIO, 

PENNSYLVANIA, WEST VIRGINIA, KENTUCKY Appraisals—Original Cost Accounting— 
Public Utility Valuations, Reports and Rates—Depreciation—Trends 

Original Cost Studies. 

910 Electric Building Indianapolis, Ind. 122 Sour Micuican AvENvE, Cxicaco 
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PROFESSIONAL DIRECTORY 
(concluded) 





JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION VALUATION 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 














JENSEN, BOWEN & FARRELL 


Engineers 


Ann Arbor, Michigan 


Appraisals - Investigations - Reporte 
in connection with 
rate inquiries, depreciation, fixed capita! 
reclassification, original cost. securitv issues 








SLOAN & COOK 
CONSULTING ENGINEERS 


120 SOUTH LA SALLE STREET 
CHICAGO 


Appraisals—Original Cost Studies 
Depreciation, Financial, and Other Investigations 








J. W. WOPAT 


Consulting Engineer 
Construction Supervision 


Appraisals—Financial 
Rate Investigations 


1510 Lincoln Bank Tower Fort Wayne, Indiana 











PUBLIC UTILITIES 
FORTNIGHTLY 


is read every other week by the key 
men in the utility industry. Keep 
your name before them by being a 
regular advertiser in our Professional 
Directory. 


Rates Will Be Sent Upon Request 














ois git 
MARR las abe eb 


Why dig ea a 


PILE 
of Catalogs? 


Find the 
Fitting 
you need, 
quickly— 


in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, 4 or more bolts. 


L-M Elbows, with compression units 

giving a dependable grip on both con- 

ductors. Also Straight Connectors and ARC! 
Tees with same con- ~ ae ¥ 
tact units. Associa 


Bus Bar Clamps for installa- “Mm edition 
tion without drilling bus. Single 

and multiple. Also bus sup- 
ports—various types. 


Clamp Type Straight Connectors 
and Reducers, Elbows, Tees, Ter- 
minals, Stud Connectors, etc. 


Jack-Knife connectors for simple 
and easy disconnection of mo- edition 
tor leads, etc. Spring action— J ee 

self locking. . edition 


Vi-Tite Terminals for quick mmesis on h 
installation and easy taping. 
Iso sleeve type terminals, 
screw type, shrink fit, etc. etc. 


historic 


=== 

Splicing Sleeves, Figure 8 and Oval, seamless tub- 
ing—also split tinned sleeves. High conductivity 
copper; close dimensions. 

Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- i. 
ting is their best guarantee of Dependa- a oe 
bility. Write for Catalog. new mc 
PENN-UNION ELECTRIC CORPORATION | more 
ERIE, PA. Sold by Leading Jobbers § ror] 


ee 


every S© 


new f 


large" 
PENN-UNION & 


_ CONDUCTOR, _FIttines _ 
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NEVER BEFORE SO MUCH PRACTICAL 
HELP FOR ELECTRICAL ENGINEERS 


IN A SINGLE VOLUME... 


re is the great standard reference work of all in the 
ctrical engineering profession or whose work in in- 
stry or engineering touches on this field. Its 2303 
ges present a handy-reference compilation of prac- 
al, usable data from all fields of electrical engineer- 
practice, plus the most frequently required funda- 
ntal theory, units, and systems of measurement, made 
pendable by the work of more than 100 engineers, 
entists, teachers, and other authorities. 


‘ada: HANDBOOK 
or 
LECTRICAL ENGINEERS 


Prepared by a Staff of 102 Specialists 


ARCHER E. KNOWLTON, Editor-in-Chief 
Associate Editor for Engineering, Electrical World 


edition, 2303 pp., 6x9, 1700 illus., 600 tables, $8.00 


greatly improved in size and make-up as well as 
ject matter—revised from end to end—with new 
erial, whole new sections added—more contributors 
lhe Standard continues as the one indispensable 
prence tool of the electrical engineering profession. 


DESIGNED TO USERS" SPECIFICATIONS 


ious to revision, a large number of users of past 
ions were consulted as to what they would like the 
edition to be. As a result of their suggestions, this 
edition contains such improvements as more em- 
sis on handy-reference compilation of usable facts, 
historical material, and more data about equip- 
ht, materials, and practices, more sources of in- 
ty standards, codes and specifications, and ex- 
panded index, as well 
as complete revision of 
subject matter to keep 
abreast of current prac- 


ath EDITION 


fully — 


a 
every ss ctions: 


26 BIG SECTIONS 


Units and Conversion Factors 
® Electric and Magnetic Circuits 
Measurements 

Properties of Materials 

Circuit Elements 

Transformers, Regulators and Reactors 
Alternating-current Generators and Motors 
Direct-current Generators and Motors 
Rectifiers and Converters 

Prime Movers 

Power Plant Economics 

Power System Electrical Equipment 
Power Transmission 

Power Distribution 

Design — Commercial and 
Buildings 

iMumination 

industrial Power Applications 
Electric Heating and — 
Electricity in Transportatio 
Electrochemistry and Electrometallurgy 
Batteries 

Wire Telephony and Telegraphy 
Electronics and Electron Tubes 
Radio and Carrier Communication 
Codes and Standard Practices 
Electrophysics 


Industrial 








WHAT THE NEW STANDARD GIVES YOU 

—definitions, conversion factors, physical and math- 
ematical principles 

—accepted formulas and experimental data 

—bases of design of electrical equipment for com- 
mercial performance 

—principles and practice of assembling such ap- 
paratus into systems 

—criteria and results in applying electricity in va- 
rious industries, etc. 

—the information you want in the form you can use 
it; the means of avoiding errors, saving time 
and trouble in procuring vital information, as- 
suring yourself of best results in handling a wide 
variety of problems. 





of po ges of 


USE THIS CONVENIENT ORDER COUPON 


PUBLIC UTILITIES FORTNIGHTLY, Munsey Bidg., Washington, D. C. 

Please send me a copy of the new 7th edition of Standard Handbook for 

ers Engineers postpaid. | enclose $8.00 in [] check [J] money order 
cas 
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SAVE 50% 
TIME AND MONEY WITH 














THE ONE-STEP METHOD 


OF BILL ANALYSIS 











HAT effect is the national defense program having on your bill dis- 
tribution? Analysis of customer usage data will provide the answer to 
is important question. In addition to a knowledge of the existing situation, 
ttain trends may be disclosed, a knowledge of which may be of considerable 
portance to you under circumstances where the picture is rapidly changing. 


¢ One Step Method of Bill Analysis is ideally suited to meet the needs 
this problem. It does away with the necessity for temporarily acquiring, 
nining and supervising a large clerical force. Our experienced staff plus our 
ecially designed Bill Frequency Analyzer machines can turn out the job in 
few days and at the cost of only a small fraction of a cent per item. 


e will be glad to tell you more in detail about this accurate, rapid and 
onomical method for obtaining a picture of your customer usage situation. 
tite for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 


Utilities Division 
102 Maiden Lane, New York, N. Y. 
Chicago Detroit Montreal Toronto 
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Steel-Piercing Eye 


Steel used in vital parts for war machines—planes, tanks, ships, 
guns—must be. flawless,. because America’s. fighting. men. must 
have weapons that are both accurate and tough. 





1. The new million volt X ray 
built by General Electric saves 
precious hours in finding flaws. It is 
so powerful that its rays can pierce 
thick steel castings. 


2. Defects in the steel show up on: 
X-ray film. Therefore faulty mate- 
rials are tossed aside before costly 
hours of machining have been spent 
on them. 











3. A regular check-up on pieces of 
X-ray film worn on workers’ wrists 
helps guard against prolonged 
exposure to the rays given off by 
the X-ray tube. 








4 X-ray exposure needed for 5- 
inch-thick steel is now 2 minutes 
instead of previous 314 hours! 
Whole days are saved in examina- 
tion of even thicker castings. 


General Electric believes that its first duty as a 
good citizen is to be a good soldier. 


General Electric Company, Schenectady, N. Y. 











ie 


